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THE JOINT-STOCK COMPANY IN ENGLAND, 
1800-1825" 


I. INTRODUCTION 


NCIDENTS of incorporation so necessary to modern busi- 

ness organization were for a long time in England either a dis- 

pensation or a favor within the special gift of Parliament or 
a carefully guarded bureaucratic concession. Formation of a 
joint-stock company with limited liability did not become a mat- 
ter of general right until the middle of the nineteenth century. 
Indeed, freedom of incorporation was achieved only after a pro- 
tracted and bitter struggle against deeply rooted prejudice, wide- 
spread misconception, and even fear. 

In 1719, at the high levels of the prevailing orgy of company 
promotion and speculation, “a panic stricken Parliament,” as 
Maitland has put it, “issued a law which even when we now read 
it, seems to scream at us from the Statute book.’*? The Bubble 
Act deliberately put impediments in the path of corporate devel- 
opment, by placing the incidents of incorporation under lock and 
key. To act or to presume to act as a corporation without sanc- 


* This paper is based on two chapters of a doctoral dissertation accepted by Har- 
vard University, April, 1930. I have to thank the Harvard Committee on Research 
in the Social Sciences for a grant which has since enabled me to examine materials in 
the British Museum and the Goldsmiths’ Library. I wish also to acknowledge with 
deep gratitude the counsel and never failing kindness of Professor Edwin F. Gay, 
under whose direction I have been privileged to work. Limitations of space have 
made necessary the omission of much detail. 

2 “Trust and Corporation,” Collected Papers, III, 390. 
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tion of Parliament was prohibited under penalty of praemunire. 
Indeed, in Marshall’s opinion, the eighteenth century might 
otherwise have witnessed the spread of joint-stock enterprise over 
English business. 

Before the close of the century, however, the advantages of cor- 
porate organization in raising and in putting to use large masses of 
capital were clearly demonstrated. There were several survivors 
of the South Sea period. Furthermore, Parliament let down the 
bars to admit canal companies, for which over a hundred acts were 
passed before 1800. The oft-quoted approval which Adam Smith 
begrudged to banking, insurance, and water and canal companies 
may be taken as some index of progress to the time he wrote. On 
the other hand, without benefit of Parliament, and in the face of 
denial of privileges, company organization in the form of extensive 
partnerships grew apace, especially in insurance, and, here and 
there, in manufacturing. What men sought is evident in the fol- 
lowing recital to the act which incorporated the Sierra Leone 
Company in 1791: 

Whereas such undertakings cannot be conveniently carried on and sup- 
ported, unless a considerable capital Joint Stock is raised for that purpose, 

. . several persons have already formed themselves into a society and sub- 
scribed considerable sums of money for the purpose of establishing and carry- 
ing on .... but are apprehensive that difficulties may arise in recovering 
debts . . . . as in defending suits or actions which may be commenced or 
brought against the subscribers . . . . as by law all the several subscribers 
and proprietors must both sue and be sued by their several and distinct 
names and descriptions; and it is expedient that the several subscribers and 
proprietors shall be protected from becoming liable beyond their respective 
shares.5 

In fact, the history of the business corporation or joint-stock 
company in England during the one hundred and fifty years fol- 
lowing the statute of 1719 is the story of an economic necessity 
forcing its way slowly and painfully to legal recognition in the face 
of strong commercial prejudice in favor of “individual” enter- 

3 Industry and Trade, p.312. Scott suggests that “for upwards of a century, indus- 
try was deprived of a certain amount of capital which would otherwise have been 
available” (see Joint Stock Companies to 1720, I, 438). 

4 Cf. Clifford, Private Bill Legislation, I, 41. 

5 31 Geo. III, c. §5. 
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prise and in spite of determined attempts of both the legislature 
and the courts to deny it. Several eruptions of company promo- 
tion and speculation in defiance of the law, and the opening-up of 
new industries with which it was impossible for the individual 
capitalist to cope, were forces which operated finally to break 
down opposition and to cause Parliament, retracing its steps, 
gradually to erect the legal framework of the new form of business 
organization. 

In this paper I shall deal with the period from 1800 through the 
boom of 1824-26 which occasioned the repeal of the Bubble Act. 


II. EARLY NINETEENTH-CENTURY GROWTH 
AND PROBLEMS 


With the sharp fillip given to economic activity by the exigen- 
cies of war shortly after the turn of the century, there were vigor- 
ous efforts to widen the sphere of joint-stock organization. Asso- 
ciation of men and capital was mooted in many new fields. The 
success of corporate enterprise in banking,’ in insurance, and 
especially in the development of canals, had inspired the opinion 
that “companies might be extended to every branch of trade and 


manufacture.”’? Evidence of a contemporarily expanding securi- 
ties market is found in the fact that between 1803, when the offi- 
cial price-list Course of Exchange, was first published under the 
authority of the Stock Exchange, and 1811 the number of securi- 
ties quoted more than doubled.* The years 1807 and 1808, in 
Tooke’s words “a period of almost universal excitement, leading 
as usual to hazardous adventure,’’® witnessed an outburst of pro- 
motions, “‘some with exclusive privileges, but in general without 

® Especially the Bank of England. In Scotland joint-stock banking companies 
with many hundred partners were flourishing by this time. One may accept the 
opinion that “they would undoubtedly have been formed in England but for the 
Acts which restrained (1708-1826) more than six persons from associating for such 
purposes.” Cf. Mundell, “Of Joint Stock Companies,” in The Influence of Interest 
and Prejudice upon Proceedings in Parliament (1825), and infra. 

7 The Tradesman, I (1808), 24. 

§ Duguid, The Story of the Stock Exchange (1900), p. 96. There were included 
canal, dock, water, insurance, bridge, and road companies, and one iron railway, the 
Surrey. 

9 History of Prices, I (1838), 277. 
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any such advantage.’*® There was every appearance, wrote Sam- 
uel Baily of the Stock Exchange, “that the times of the South-Sea 
Bubble were about to be revived.’”"* In November, 1807, the 
Morning Chronicle* showed its concern over the situation. It 
opened its columns to an extended discussion of “the growing 
abuse of Joint Stock Companies which were rising up every day in 
such abundance, with so little pretension to public countenance” 
and were established with such facility that it was “only necessary 
to insert an advertisement in the newspapers to procure a sub- 
scription of a million for any project whatsoever.” Nor was the 
episode localized in London—“every article of consumption, every 
species of manufacture, every line of trade” was found to be in- 
fected."’ Although this clearly is an exaggeration, further cor- 
respondence did enumerate" some forty “societies actually estab- 
lished or projected”’ within the preceding six months as follows: 
5 insurance companies, 7 brewing companies, 4 distillery com- 
panies, 5 companies to import and sell wine, 2 companies to manu- 
facture and sell vinegar, 3 commission agencies, 3 coal companies, 
1 medicine and drug company, 1 land company, 1 company to 
finance canal construction, 2 banking companies, 1 lighting and 


heating company, 2 copper companies, 1 paper manufacturing 
company, and 1 woolen company. 

Of this first crop of nineteenth-century promotions, many “ex- 
isted only in newspaper advertisements’ or were stillborn; others 
perished in the crisis of 1808"° or were abandoned upon the action 
of the attorney-general.'? There were a few important survivors, 


© Viz., without incorporation; cf. the Tradesman, I (1808), 24. 

™ An Account of the Several Life Assurance Companies Established in London 
(1810), p. 19. 

™ November 5-24, 1807. Cf. An Account of the South Sea Scheme of 1720... . 
Intended as a Warning to the Present Age (1806). 

13 Morning Chronicle, November 5, 1807; cf. ibid., November 9, 1807. 

4 Ibid., November 20, 1807. A similar list appeared subsequently in the Trades- 
man; also in the Monthly Magazine (1808). From the last-named source Tooke de- 
rived his list. 

18 Philopatris, Observations on Public Institutions, Monopolies and Joint Stock 
Companies (1807). 

© Cf. Tooke, loc. cit. 17 Cf. the Tradesman and infra. 
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however. The lighting and heating scheme developed shortly 
(and permanently) into the Gas Light and Coke Company.” 
Several of the insurance enterprises proved successful. 

Although it is difficult in many cases to judge from the names 
with which the enterprises were christened, there were apparently 
several companies formed with the intention of engaging in manu- 
facture as well as in selling. However, in those branches of indus- 
try really representative of the industrial revolution—the making 
of cloth, metal-working, and mining—joint-stock enterprise was 
of minor importance until much later in the century. Shafts of 
irony greeted company organization for merchandise distribution: 
“We may now enjoy the hope that the whole class of retail trades- 
men will be rendered useless by the more splendid establishments 
of public commercial companies and the odium of being ‘a nation 
of shop keepers’ for ever removed.’’® Indeed, the fields of enter- 
prise upon which a joint-stock company might legitimately and 
economically embark were, long after Adam Smith, a matter of 
much doubt and debate, and by many thought to be narrowly 
circumscribed. As an example of opinion at this time, we may 
cite a correspondent of the Morning Chronicle.° The objects 
which could “only be embraced by a numerous proprietary,” he 
maintained, were clearly definable as follows: public works re- 
quiring great capital, years to complete, a long wait for returns on 
the investment; institutions involving particularily great and 
long-continued risk—life insurance, for example; societies for the 
promotion of the arts and literature; enterprises to prosecute for- 
eign trade or banking. The formation of companies to pursue any 
business within the grasp of “private capital and individual man- 
agement” should never be admitted; any to deal in “articles of 
daily consumption” were plainly vicious. In fact, all great com- 
panies were similar in social consequences to “the monopolies and 
exclusive privileges sold by the Stuarts.” 

Indeed, the idea that a company was synonymous, or at least 
coextensive, with monopoly persisted well into the nineteenth 

8 Infra. 

%9 Letter to the London Chronicle, Vol. CII (November 27, 1807). 

2° November 5, 1807. 
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century.” A definition of a company similar to the following from 
Thomas Mortimer’s Every Man His Own Broker or a Guide to the 
Stock Exchange (13th ed., 1801) remained for decades part of the 
mental furniture of many statesmen, business men, and even 
economists: 

A number of merchants uniting and applying to the Government for an 
exclusive charter, to prevent others from engaging in the same commerce, 
and for a power to raise money by an open subscription in order to form their 
stock or capital are generally denominated companies. 


Perhaps the earliest clear-cut exception to this widespread view 
came from the pen of Sir Frederick Eden, Bart.,” one of the found- 
ers and a chairman of the Globe Insurance Company, but perhaps 
best known as the author of the State of the Poor. He severed the 
umbilical cord completely. “The question of policy and expedi- 
ency with respect to a joint-stock company,” he declared, was not 
connected with the question of monopoly. The exclusive priv- 
ileges of the Bank of England, of the India and Hudson’s Bay 
companies, were not essential to a corporate body as such. 


As most of the accounts of ancient corporations are accounts of monopoly, 
superficial reasoners have inadvertently concluded that all joint-stock com- 
panies, even those that have no exclusive privileges (establishments of com- 
paratively modern date) must be detrimental to the public, in preventing 
that competition in trade which is essential for their interest; although the 
obvious effect of creating non-exclusive companies, in addition to existing 
traders, is to add to the assortment of dealers which the public possesses and 
consequently to increase their chance of benefit from competition. 


Thoroughly aroused by the proportions of the new movement 
and the character of some of the companies, the attorney-general 
sought (November, 1807) a criminal information against two of 
those recently formed? as schemes which violated “the express 


2 In the 1856 edition of his Commercial Dictionary, McCulloch was still quoting, 
with unctuous approval, Gibbons’ diatribe against monopolies as well as the gospel 
of companies according to Adam Smith (art., “Companies’’). 

22 On the Policy and Expediency of Granting Insurance Charters (1806). 

23 The London Paper Mfg. Co., capitalized at £50,000, and the London Distillery 
Co., at £100,000. Both held forth to prospective subscribers that the liability of 
shareholders was to be limited by deed of trust. 
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provisions and plain policy” of the Act of 1719.4 “The only prob- 
able reason why this branch of the Statute had not been acted 
upon for so long,” he suggested, “‘was because it had corrected an 
evil it was intended to suppress, till now of late when it had 
shown itself again, it was necessary to put this wholesome law into 
force.’ 

Alarm spread among investors and company promoters.” New 
ventures folded up. While awaiting the decision, pamphleteers 
examined the question of legality and sought to combat “the nu- 
merous attempts to disparage joint-stock companies” in the eyes 
of the public. It was absurd to suppose, declared Philopatris, that 
an association of gentlemen for commercial purposes was illegal. 
“Are we now, in this age of civil liberty, to be deprived of com- 
mercial freedom? Are the people of small capitals to be restrained 
from making them productive by uniting to trade as a body?’”’ If 
the doctrine insisted upon as the true construction of 6 Geo. I, c. 
18, were established, the many enterprises which bore no resem- 
blance to the “extravagant” projects therein condemned would be 
swept away, although already permitted by the legislature “to 
grow to most productive maturity.”” This contest, it was alleged, 
involved £150 millions. The attorney-general might with better 
wisdom introduce “such improving regulations as would, while 
separating those which are exceptionable, protect and encourage 
institutions of sterling utility.”’** : 

In the Court of King’s Bench,”* the question was raised as to 
whether or not the particular schemes denounced by the Statute as manifest- 
ly tending to the common grievance, etc., such as raising a great sum by sub- 
scription for trading purposes and making the shares in the joint stock trans- 
ferable, were in themselves unlawful and prohibited, without reference to the 
fact of such tendency in the particular instance. 


4 It is interesting to note that the Morning Chronicle, November 12, 1807, had 
published the pertinent provisions of the Bubble Act in extenso, “as a caution to the 
public against incurring its serious penalties.” 

2s Rex v. Dodd, 9 East 516-27 (1808). 

* Cf. Philopatris, op. cit., and Henry Day, A Defense of Joint Stock Companies 
(1808). 

27 Arguments that were to be much used later during the final struggle for free- 
dom of incorporation in the fifties. 

38 Day, op. cit., passim. 29 Rex v. Dodd, loc. cit. 
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The crown argued that the legislature had intended to prohibit 
altogether such acts described by certain indicia®® as tending in 
their nature to the common grievance. The defendants denied 
any mischievous tendency in their enterprises and maintained 
that in the absence of such they did not fall within the compass of 
the statute. This main question, however, was not decided, and 
the court refused the application of the crown’s officer “not be- 
cause we think the facts before us are not within the penalty of the 
law,” but in view of the lapse of eighty-seven years since any 
authenticated proceeding on the Act, and of the fact that other 
means of prosecution were open to the attorney-general. Lord 
Ellenborough, the presiding justice, pointed out, nevertheless, 
that no person could in the future pretend that the statute was 
obsolete. Furthermore, he condemned the feature of alleged lim- 
ited liability as “a mischievous delusion calculated to ensnare the 
unwary public.” The subscribers themselves might stipulate with 
one another for such contracted responsibility, but to the rest of 
the world each partner was fully liable. Finally, he urged, “as a 
matter of prudence to the parties concerned, that they should for- 
bear to carry into execution this mischievous project, or any other 
speculative project founded on joint-stock or transferable shares.”’** 

There was hearty agreement with the court’s decision. The 
Morning Chronicle, for example, believed it to be in accord with 
the dictates of common Sense that the present offenders should not 
suffer the penalties of the long-dormant statute. Moreover, it felt 
that security to the public against “the bubble of speculations” 
had been provided. Still, Parliament should do something to set 
at rest various established societies of undoubted public merit in 
which not only great amounts of property were embarked but 
which had contracted public engagements of some thirty million 
pounds.” Parliament took no such action for many years. 

3° (1) Acting or presuming to act as a corporate body; (2) raising or pretending 
to raise a transferable stock; and (3) the use of charters for purposes not warranted 
by them. 

% A few months later two other associations with transferable shares were held 
illegal. There is no record, however, of the assessment of penalties. Rex v. Buck and 
Rex v. Stratton (1808), 1 Campbell 547, 549. 

3 Leading article in Morning Chronicle, May 31, 1808. 
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Meanwhile, further litigation, although clearly indicative of 
the hostility and suspicion of the courts toward the new species of 
organization, left in doubt exactly what was legal and what was 
not. It remained uncertain for some years whether a company 
with any of the indicia set forth in the Act of 1719, which was at 
the same time “beneficial” in object and purposes, would be sus- 
tained in event of attack.*’ Confusing litigation and the ghosts of 
1719 harried the course of the unincorporated joint-stock com- 
pany until the midcentury. Even with the repeal of the Bubble 
Act in 1825, its legal position remained undefined and nebulous.*4 

In the face of all such opposition, however, company organiza- 
tion advanced steadily, during the first two decades, in one rapid- 
ly developing field of commercial activity—insurance. 


33 The leading case, in Lord Lindley’s opinion, was Rex v. Webb (1811) (On Com- 
panies [11th ed., 1902], Introd.; 14 East 406). Indictment was sought against the 
Birmingham Flour Co., a concern having a capitalization of 20,000 one-pound 
shares. Each member was limited to twenty shares and covenanted to purchase 
weekly a certain amount of flour from the association. Shares could be allotted only 
upon acceptance of the covenant (cf. Articles of the Birmingham Flour Co. [1796)). 
The company was held not to be within the statute for two reasons: first, the fact of 
any special nuisance was negatived by the jury, and, second, shares were transferable 
to a limited extent only. Commenting upon the latter, Lord Ellenborough declared 
that it was impossible to say that the statute made it a substantive offense to raise a 
large capital by small subscriptions, without regard to the nature of the objects for 
which the capital was raised, or whatever might be the purposes to which it was 
applied. In Brown v. Holt (1812) (4 Taunton 587)the court seemed to doubt if it 
were not a question for a jury to consider whether the association were in fact bene- 
ficial, but would give no opinion on the question of nuisance in regard to the com- 
pany in question, the Golden Lane Brewery. The company was described in the 
Morning Chronicle a few years before (November 24, 1807) as “not among the nu- 
merous projects of the day,” having been established in 1804 and paying (in 1807) 
£170,000 per annum in taxes. 

The following year, in Pratt v. Hutchinson (15 East 510), no objection was held to 
an agreement to raise capital by small subscriptions on shares transferable only with 
the approval of the society. A limited power of transfer was held to be “not within 
the mischief of the Act.” Likewise, in Ellison v. Bignold (1821) (2 J. and W. 503), a 
voluntary association for insurance by way of mutual guaranty was or was not to be 
considered legal, according as the shares were or were not generally transferable to 
persons not members. However, in Josephs v. Pebrer (3 B. and C. 639), decided at 
the height of the boom of 1824-26 (infra), the Equitable Loan Bank was declared 
illegal as having shares transferable without any restriction and as affecting to act as 
a body corporate without due authority. The objects of the company, it is to be 
noted, were not in evidence. 

34 Infra. 
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In 1800 there were only six life-offices in existence.*> Three 
more, including the Globe, had appeared by 1806. Over the next 
two years, eight new companies, among them several great pres- 
ent-day institutions such as the County, the Imperial, and the 
Atlas, were founded. Some were formed to underwrite fire as well 
as life insurance. Ofa host of others set on foot between 1808 and 
1821, eight more, including the Guardian, “maintained their 
ground.” The handful of companies chartered early in the 
eighteenth century’ was still doing business and, of course, pos- 
sessed full corporate privileges, but none of the institutions 
formed from 1800 to 1824 was incorporate. They were large, un- 
wieldy partnerships with transferable shares. Out of their necessi- 
ties was forged one very important link in the evolution of the 
modern business corporation in England.** It deserves more than 
passing attention. 

Several applications for charters for companies proposing to 
write insurance were refused in the latter half of the eighteenth 
century. The law officers of the crown wiequivocally expressed 
their disapprobation. Nevertheless, the promoters of the Globe 
did manage in 1799 to secure an act to enable the crown to incor- 
porate them by charter,*? although the London Assurance claimed 
that such a grant would infringe their rights in view of a clause in 
their own charter which restrained all other corporations “from 
making insurance.’’*° However, the crown did not act, for in 1806 
the Globe petitioned for statutory incorporation. It was urged 
that “the business of fire and life insurance are of such a nature as 
to render the establishment of a Joint-Stock Company perfectly 
reasonable, since these dealings are of general utility and require 
more capital than can be collected in a private copartnery.”* 
The company was to raise not less than £1,000,000 as capital and 


3s Francis, Annals .... of Life Insurance (1853), p. 213. 

36 Tbid. 

37 The Amicable Society (1706); the London Assurance and the Royal Exchange 
(1719). 

38 Cf. Clapham, Economic History of Modern Britain, I (1926), 288. 

39 House of Commons Journals, LIV (1799), 595, 715- 

4 Tbid., p. 697. # Ibid., LXI (1806), 390. 
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offered to pay £100,000 into the exchequer to be invested in 3 per 
cent stock as an ultimate security to creditors. Nevertheless, the 
bill perished in committee, where it met opposition from existing 
institutions on grounds of principle as well as of precedent.*? The 
directors of the Phoenix Fire (an unincorporated concern formed 
in 1782), for example, argued that incorporation would give a new 
company, “divested of responsibility and pledging only a limited 
capital, undue advantages over competitors whose whole inde- 
pendent fortunes stood pledged.” 

Incorporation denied,*? a compromise was allowed. To over- 
come one of the most serious legal difficulties obviously inherent 
in a partnership with perhaps many hundred shareholders, several 
of the companies applied to Parliament for legislation to enable 
them to sue and be sued in the name of a principal officer, usually 
their secretary. This right—a distinct and important incident of 
corporateness—was extended to five insurance companies by a 
series of acts passed in 1807.44 By 1815 fifteen more had secured 
the privilege, and also, it may be noted, a copper-mining com- 
pany.* 

As a result of the monopoly granted in 1719 (under a provision 


of the Bubble Act), two companies only, the Royal Exchange and 
the London Assurance, had the legal right gudé companies of effect- 
ing marine insurance, although actually the amount of their busi- 
ness was insignificant in comparison with that placed with the in- 
dividual members of Lloyd’s.** The Committee on Insurance of 
1810 found, however, that upward of twenty associations had been 


# Ibid., pp. 415, 430, 469. 

43 The experience of the Globe well illustrates the tortuous road to incorporation. 
In 1805 the Treasury was memorialized for the second time. The following year a 
committee thereof agreed to submit an act to the legislature. A draft was presented 
to the Treasury; transmitted to the Privy Council; submitted to counsel; approved 
and returned to the Treasury; introduced and read a second time in the House of 
Commons; referred to a committee and—to oblivion. Cf. Eden, op. cit., passim. 

44 That of the Globe Insurance Co. was the first (47 Geo. III, L. and P., c. 30) 
(1807). The others were similar. I find seven before the series of acts passed in 1810, 
from which date Clapham dates the movement (Clapham, of. cit., p. 288). 

4s Birmingham Mining & Copper Co. (54 Geo. ILI, c. 46). 

# Six out of a total of £162.5 millions. Cf. “Report of the Select Committee on 
Insurance,” Parliamentary Papers, Vol. II (1810). 





12 BISHOP C. HUNT 


established in different parts of England, in violation of the rights 
of the existing companies, to underwrite risks on vessels owned by 
the members of each association. In recommending abolition of 
the century-old monopoly, the Committee cited Adam Smith for 
their purpose and pointed out that he made an exception of insur- 
ance, “though unfriendly to joint-stock companies in general.” 
Furthermore, the superiority of company organization for “facil- 
ity, security, and cheapness” appeared “from the concurring testi- 
mony of all the merchants examined.’’4” It was also to be inferred 
from the fact that in all other countries company organization 
was invariably found in the business of marine insurance.“ 
Notwithstanding, the Committee’s findings were not imple- 
mented. The members of Lloyd’s rose up in arms‘? and were suc- 
cessful in their efforts to prevent the incorporation of the proposed 
Marine Insurance Company. Their spokesman in the House of 
Commons, Joseph Marryat, voiced the view that their fifteen 
hundred members were equal to every possible business demand- 
Emphatically, companies should not be permitted to do what 
was already well done by individuals. Was not Britain’s unex- 
ampled prosperity due to “the competition of individual exer- 
tions’’?°° Companies would effectually destroy individual enter- 
prise. The Committee had recommended “the exploded system of 
joint-stock companies.’’** Furthermore, exemption from respon- 


47 Ibid., p. 9. 

48 See the evidence of J. Jones, secretary of the Phoenix Fire Office, who had 
found nineteen incorporated insurance companies in Massachusetts alone. 

49 Cf. A Letter to Jasper Vaux (by a subscriber to Lloyd’s) (1810). The author of 
this tract did not share the almost unanimous opinion of other members. He made 
the interesting contention (pp. 59-62) that unincorporated companies (of which he 
did not disapprove) were inferior on grounds of public policy to those duly chartered 
inasmuch as the legislature would have the right, in the case of the latter, to stipulate 
the amount and the investment of the capital; to define the objects of the company; 
to revoke the charter in the event of “public mischief.” In short, companies estab- 
lished with the sanction of the law were to be preferred to those existing only by its 
sufferance (and a doubtful sufferance at this period [see infra]). 

5° Speech by Joseph Marryat, M.P., on Marine Insurance, reprinted by Lloyd’s 
(2d ed., 1810). 

Ss Joseph Marryat, Observations on the Report of the Committee on Marine Insur- 
ance (2d ed., 1810). 
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sibility beyond the amount of invested capital was an exclusive 
privilege fraught with dangerous consequences: 


If a company should at any time become insolvent, the individual mem- 
bers would still remain in affluence and be driven in their coaches by the per- 
sons ruined If this scheme is carried into effect, the shares of the com- 
pany will rise to a price far beyond their value, the present proprietors will 
avail themselves of the public credulity and sell out . . . . the company will 
fall into the hands of adventurers, the bubble will shortly burst to the ruin of 
thousands If this company obtains the sanction of Parliament, the 
rage for these undertakings will be rekindled . . . . all the evils of 1720 will be 
repeated.s? 


Repeal of the marine-insurance monopoly was thus delayed until 
1824. 

Two further controversies of the period are worth brief men- 
tion. In 1800, when Parliament debated the incorporation of the 
London Company for the Manufacture of Flour, Meal and 
Bread,** Tierney vigorously opposed the measure on the ground 
that “those incorporated could lose only their share of £25 each 
while their competitors might lose all,” speculation would arise, 
the shares would find their way into a few hands, and thus enable 
the company to set a monopoly price upon their commodity. 

On the other hand, in discussing the proposed charter of the 
Gas Light and Coke Company (1810), Lord Sheffield declared 
that the objections to limited liability could not be taken seriously 
without altogether sacrificing the main purpose of the measure. 
It was socially expedient to form companies “to carry on great 
undertakings requiring large capital and a steady perseverance 
not dependent on the exertions or life of an individual.” Unless 
the very numerous subscribers were exempted from “the usual 


8? Hansard, Parliamentary Debates, XV (1810), 494-95. 

ss Commonly known as “Lord Liverpool’s scheme.” It was capitalized at £150,- 
ooo. Cf. An Appeal ... . for the Poorer Millers and Bakers, by an Attentive Observer 
(1801). Under a provision of the act incorporating the company (39/40 Geo. I, 
c. 97), annual accounts were to be filed with Parliament (see PP [1801 ff.]). There 
were other concerns of like purpose (though without charter) such as the Albion 
Mills Co. and the Birmingham Flour and Bread Co. (supra). They were held up later 
as indicative not only of favorable legislative opinion toward joint-stock companies, 
but also as proof that a company need not of necessity involve monopoly (cf. Day, 
op. cit., pp. 58-59). 
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operations of the bankruptcy laws, the undertaking must fall to 
the ground.’’s* Such exemption, Brougham had argued, would set 
individuals “free from the control of anxious economy in manage- 
ment.” A corporate body could not possibly serve the public with 
gas light to more advantage than individuals, nor was the neces- 
sary capital beyond their range, urged a Lancashire mill-owner. 
James Watt (of Boulton and Watt) thought that competition 
would be destroyed. He even declared, “I should get out of busi- 
ness as soon as possible’’ if such a body were to be set up. In 
Parliament the project was stamped by Wilberforce as “one of the 
greatest bubbles ever imposed upon public credulity.”® After ini- 
tial defeat the company was finally chartered in 1812.57 Its shares 
were included in the Stock Exchange price-list by 1819.%* 

The debates in Parliament thus reveal not only legal and mer- 
cantile opinion hostile to legislative limitation of liability; they re- 
flect as well serious public concern over the difficulty of fixing the 
responsibility of shareholders in an unincorporated company in 
the event of financial embarrassment. That this was no idle con- 
cern is clear from a forceful argument for the limitation of liability 
that came from a protagonist of the insurance companies which, 
as we have seen, were without full corporate privileges. The prin- 

54 Hansard, XVII (1810), 230. In extenuation, he feit called upon to point out 
that the petitioners sought none of the monopolistic privileges objected to “in the old 
charters.” The promoter had drawn attention to the fact that every patentee was 
limited by the patent law to five co-partners only. Cf. F. A. Winsor, A National 
Light and Heat Co. (1806). 

ss “Minutes of Evidence before a Committee on the Gas Light & Coke Co.’s Bill,” 
PP, III (1809), 220, passim. Cf. J. Van Doorst, An Address to Proprietors of the 
Intended Gas Light & Coke Co. (1809). Watt’s views may have been influenced by his 
failure in 1784 as one of the promoters of the Albion Steam Flour Mill, mentioned 
above, to secure a charter of incorporation for the enterprise from the crown. See 
O. A. Westworth, Economic History, Il (January, 1932), 383. At any rate, he then 
met from the milling interests of London the kind of opposition he now made against 
the proposed lighting company. 

% Hansard, XIV (1809), 860—-6r. 

57 so Geo. ITI (L. and P.), c. 163. Cf. An Account of the Gas Light & Coke Co., by 
an Associated Proprietor (1817). In the Lords, one amendment containing the germ 
of many similar subsequent provisions in the interest of shareholders was added. It 
required that no dividend should be paid whereby the capital would in any degree 
be reduced or impaired, and the directors were made personally liable to creditors 
and shareholders for any consequent injury. Cf. Clifford, op. cit., I, 209. 

58 Duguid, op. cit., p. 96. 59 Probably Eden, op. cit., passim. 
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ciple of personal responsibility, “the magna charia of sellers,” was 
well adapted, he urged, to “a state of society in which traffic can 
be carried on by individuals or partnerships” of a few members. 
“For the more extended operations of commercial adventure,” 
however, “new modes of forming contracts” were necessary. Par- 
ticularly in insurance, where credit is in fact given by the buyers, 
by persons who could not be supposed to have the means of appre- 
ciating the solvency of a large number of partners, personal re- 
sponsibility would afford inadequate security, “ill calculated to 
provide for remote contingencies.” As a result of private reverses, 
the personal resources of the shareholders might well disappear 
before the accrual of the risks insured against. Thus, personal re- 
sponsibility might masquerade as “the capital of pennyless ad- 
venturers.” 

Yet, the author pointed out, in various undertakings Parlia- 
ment or the crown had (by charter) “substituted a known fund in 
the room of unlimited responsibility.” The incorporation of insur- 
ance companies would, by providing such a fund, make the posi- 
tion of their creditors much more secure inasmuch as 


1. The joint stock fund is susceptible of regulations by which its amount may 
be periodically ascertained and made known, not only to its proprietors 
but to its customers. Its accounts can be subjected to an undisguised 
publicity. On the contrary, the amount of a personal responsibility fund 
can never be known. 

. The joint-stock fund of an insurance company is peculiarly answerable for 
their contracts; it is exclusively appropriated to their use and cannot be 
affected by the private dealings of individuals composing the body corpo- 
rate. Quite the reverse with partnership societies. 


For many years, however, industrious promulgation of the doc- 
trine of unlimited liability® and enforcement of the law whenever 
opportunity arose™ were powerful expedients used to discourage, 


6° Cf. Powell, Evolution of the Money Market (1915), chap. vi, passim. 

& E.g., the Annual Register (1827), p. 53, commented as follows on a current case 
in the Court of Common Pleas (Birks v. Hart & Findley), in which an action was 
brought by a tallow-chandler against two shareholders in the London United Mining 
Co. to recover £173, the value of goods supplied for the use of the company: “The 
defence set up was that the action should have been brought against the Directors, 
who had given orders for the goods. The Lord Chief Justice, who in this sort of case 
shows that he looks more to merits than technical sophistry, decided that the plain- 
tiff was entitled to recover from any of the shareholders or partners in the joint-stock 
concern.” 
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if they did not succeed in stifling, the new form of business organi- 
zation. As a correspondent of the Morning Chronicle protested: 

The common law of the land has wisely provided that al/ and each of the 
partners in a trade shall be answerable for the whole debts of the concern to 
the last shilling of his property All the subterfuges and expedients 
that have been resorted to by plausible solicitors, of introducing clauses into 
deeds of settlement by which the partners are not answerable beyond the 
amounts of their respective subscriptions, are laughed at by real lawyers and 
would be scouted at by a protecting judge 

What an argument is this, Mr. Editor, for reflection before you enter into 
these speculations, and for prudence and economy in their management after 
you are engaged !® 
In the course of a leading article, the Times® remarked a few years 
later: 

Nothing can be so unjust as for a few persons abounding in wealth, to 
offer a portion of their excess for the formation of a company, to play with 
that excess—to lend the importance of their whole name and credit to the 
society, and then should the funds prove insufficient to answer all demands, 
to retire into the security of their unhazarded fortune, and leave the bait to be 
devoured by the poor deceived fish. 

Indeed, as John Austin wrote in 1825, “compared with this rule 
of the existing law, the mysterious terrors of the unintelligible 
Bubble Act were a feeble obstacle to the establishment of joint- 
stock companies.’”** The new quasi-corporate company was, 
nevertheless, one of the main lines of advance’ toward freedom of 
incorporation. In the period previously covered, it had already be- 
gun to drive a wedge between the old common-law partnership, on 
the one hand, and the corporation, strictly speaking, on the other. 
Unable to suppress, Parliament was eventually to regulate this 
vehicle for the attraction and employment of the capital of in- 
vestors who took no active part in management; and, still later, 
“by a sort of legislative hocus-pocus,” as McCulloch put it, “such 
associations were to be metamorphosed into corporations.” 
First, however, the unincorporated company had to weather 

® Letter No. 2 from “A Plain Dealer,” op. cit., November 16, 1807. 

63 May 25, 1824. 

64 “Joint Stock Companies,” in Parliamentary History and Review (1825), p. 711. 

s Cf. T. B. Napier, in A Century of Law Reform (1901), p. 381. 

% Encyclopaedia Brittanica, XVII (8th ed., 1859), 317. 
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several more eruptions of reckless promotion. We pass to a discus- 
sion of the first of these, the great company boom of 1824-26. 


Ill. THE CRISIS OF 1825 AND ITS RESULTS 


The years 1824 and 1825 witnessed a veritable avalanche of ex- 
travagant promotions and general speculation—“bubble schemes 
came out in shoals like herring from the Polar Seas.’’®’ In fact, the 
stage had been set for a wave of business expansion. Following 
the collapse of the prosperity of the Napoleonic years, deflation 
had completely run its course. Capital was abundant® and rapid- 
ly increasing, no longer heavily taxed and absorbed by war ex- 
penditure.” Relieved of the burdens of war finance, it inevitably 
sought new channels of investment. Low interest rates’® gave 
evidence of monetary ease indeed, “money was quite a drug,”” 
and “the long leashed hopes of the business community were 
ready to spring at any game that offered.”” 

The speculative movement seems to have had its inception in 
foreign loans,’’ more particularly in loans to the new governments 
of South America, from which a much higher rate of interest could 
be obtained than from consols.’4 But the “infatuation” soon 
spread to foreign mining ventures. “The mines of Mexico” was a 
phrase which suggested unbounded wealth to every imagina- 

67 Letter to the Times, April 20, 1826. 

6 Cf. Annual Register (1824), pp. [2] ff. 

69 Smart, Economic Annals, I, 187. 

7 Tooke, op. cit., II, 148-49. 

* Cf. Digest of Facts and Principles on Banking and Commerce (1826), pp. 66 ff. 

7 Jenks, Migration of British Capital (1927), p. 52. Cf. leading article in the 
Morning Chronicle, December 9, 1824: “The current rate of interest being low, 
monied men are eager to embrace any scheme which promises a fair return for the 
capital invested.” 

73 Remarks on Joint Stock Companies by an Old Merchant (1825), p. 45. 


74 Annual Register (1825), p. 48#. In 1851 G. R. Porter (author of Progress of the 
Nation) gave it as his opinion that “there would not have been such masses of money 
sent to South America immediately after the War if persons could have invested 
their money in England without incurring a risk of losing every shilling and acre. 
. .. . The law of England said that they should not risk a portion of their fortune 
without risking every farthing They were not unwilling to throw it away in 
South America because they did not dare to risk it in England.” Cf. “Report on Law 
of Partnership,” PP, Vol. XVII (1851), Evid., § 1507, Appen., p. 163. 
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tion.’’ Early in 1824 three companies were successfully floated : the 
Real del Monte Association, the United Mexican, and the Anglo- 
American. Several more soon followed to exploit dreams in Chile, 
Peru, and La Platte. Three companies were organized to turn to 
account the “immense mineral wealth of Ireland, which was al- 
most unknown’’!” 

The fever soon spread to projects at home. In February, the 
Barings and Rothschilds promoted the Alliance Insurance Com- 
pany. Its success on the exchange was immediate, indeed, sensa- 
tional.”7 Other promoters were quick to imitate. A host of domes- 
tic schemes, launched with prospectuses” containing “a large in- 
fusion of public spirit,” followed in rapid succession. Parliament 
was besieged with applications for some measure of legislative 
sanction or privilege for joint-stock enterprises: loan and invest- 
ment, insurance, mining companies; gas, canal, dock, and bridge 
companies. By April there were two hundred and fifty such pri- 
vate bills before the House of Commons. 

The field for speculation steadily widened. Gambling on small 
instalments paid down on the shares of companies, many of which 
existed only on paper, became widespread. Large profits from a 
small rise in the price of shares proved an irresistibly tempting 
bait. 

Meanwhile, company enterprise encountered sharp challenge in 
Parliament. Huskisson objected to legislative incorporation in 
the absence of a revocable crown charter, especially in so far as it 
meant limitation of liability.” Debate on the West India bill 
evidenced prejudice against any company gué company. How 
could one carry on the business of plantations better than indi- 

78 Cf. Annual Register (1824), p. [2]. 

% Smart, op. cit., p. 187. 

77 Cf. Morning Chronicle, March 18 and 24, 1825. 

78 Of which there are voluminous files in the British Museum Library. 

79 Hansard, XI (1824), 608, 842. Shortly after, however, he would not support a 
proposal to void the attempt which insurance companies were now making to con- 
tract out of unlimited liability by a clause in their policies which gave the insured a 
claim only against the “joint-stock fund” (ibid., p. 1088; cf. Babbage, A Compara- 
tive View of Institutions, etc. [1826], pp. 22-24). Others were casting about for like 
means of immunity; cf. the prospectuses of the South Wales Mining Co. and the 
British Fishing Co. (1825). 
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viduals?®* Deeper fears agitated the Lords—might not the crea- 
tion of so many companies prove dangerous to the Constitution?™ 
The Lord Chancellor (Eldon) fulminated against those who spec- 
ulated on obtaining a charter and in advance sold shares in com- 
panies likely to become “an intolerable nuisance and a source of 
systematic fraud.”** He proposed legislation to require court en- 
rolment of the names of partners, to give power to sue and take 
executions against any two, to make them liable until notice of 
their withdrawal was filed.*? 

Despite these protests, the manufacture of promotions, “the 
foray on public gullibility,” went on without benefit of Parlia- 
ment.** Individuals of every description and place in life hastened 
to venture in schemes of which scarcely anything was known ex- 
cept the name.*S By December and January, when the boom 
seems to have reached its high mark, “day after day teemed with 
successive projects .... all trades and professions were scru- 
tinized to discern if peradventure they might not afford some basis 
upon which to build the goodly edifice of a joint stock company.” 
There was a “vague, indefinite and feverish expectation of magnif- 
icent results to be produced by the advance of science”; the 


country “‘was thought to be on the eve of unexampled improve- 
ment in trade, science and finance.’’* 


8 Hansard, XI, 609 ff. 

& Jbid., p. 791, re General Gas Co.’s bill. 

% Hansard, XI, 1456. 

83 Jbid., pp. 856, 1076, 1100. 

84 Shares of the Liverpool & Manchester Railway, which did not succeed at this 
time in securing incorporation, sold at a premium of forty guineas in December (cf. 
Morning Chronicle, December 4, 1824). 

8s Annual Register (1824), p. [3]. 

% Remarks (1825) passim. The prospectus of the Kentish Railway Co. (1825) may 
be quoted in illustration: “The application of steam to loco-motive and stationary 
machines, for the conveyance of passengers and goods, will give a new and extra- 
ordinary impulse to the industry of the country. Reducing the cost of transporting 
and exchanging commodities has an effect upon agriculture and manufactures pre- 
cisely analogous to that which would be produced by improving the quality of the 
soil or increasing the skill and energy of the workmen.” The Morning Chronicle, 
December 9, 1824, remarked prophetically: “We shall not be surprised to see this 
same power [steam] conducting the immense traffic between Liverpool and Man- 
chester, Edinburgh and Glasgow, Birmingham and London.” 
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The “guinea-pig” (or “‘decoy’’)*? director made his appearance 
in force. Influential and ornamental names were “borrowed or 
lent” for the purpose of making an imposing prospectus. On the 
same list of directors were to be found “men of every rank and 
profession—Whigs, Tories, Radicals, Saints—from dustmen up to 
peers of the realm.”** Perhaps the first “directory of directors” 
ever published was that which appeared in the Times on February 
7, 1825. There were one hundred and twenty-nine names, each of 
which had been advertised as a director of more than three com- 
panies. The list*® included twenty-eight members of Parliament. 
Toward the end of the year the Times was lamenting: 

The leprous infection of avarice which had seized noblemen who used for 
the most part to be men of high spirit, country gentlemen, who if not very 
enlightened were as sound in principle as the Constitution, and merchants, 
formerly but another name for integrity.% 

Notwithstanding a supercharge of optimism with which Par- 
liament was opened in February,” the prime minister (and 
others) felt called upon shortly to issue a warning against the 
“fury for companies” which had seized the people.” And, indeed, 
for several months thereafter Hansard fairly bristles with acrid 
debate on joint-stock enterprise. The government, however, 
would not undertake to distinguish good from “bubble’”’ projects. 
As for the law, it was observed that one existed which bound com- 
panies for any violation.” 

In truth, the Act of 1719 was still to be reckoned with. Deci- 
sions and dicta from the bench as well as the declarations of the 
Chancellor in the House created uneasiness and at times conster- 
nation among promoters and investors. One company was held 
illegal by the Chief Justice as having freely transferable shares and 
affecting to act as a corporation without authority. Contracts for 
the sale of its shares were declared void.*4 In another current case 

87 Babbage used the epithet in On Assurance (1826), p. 53. It has persisted; cf. 
remarks of Mr. Baldwin quoted in the Times, November 14, 1928. 

88 Letter to the Times, April 20, 1826. 

89 Hansard, XII, 106s. 

9° November 5, 1825. * Ibid., pp. 1194 f. 

* Hansard, XII, r. 93 Ibid., p. 1075. 

94 The Equitable Loan Bank; see Josephs v. Pebrer (3 B. & C. 639). 
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which involved a concern with several hundred partners the Lord 
Chancellor observed that the very impossibility of suit under such 
circumstances was a strong argument to prove the company ille- 
gal.°> On one further occasion he intimated that companies of all 
descriptions were illegal unless sanctioned by Parliament. On an- 
other,” that even apart from 6 Geo. I, to act as a corporation was 
illegal at common law. Stock-jobbing was an indictable offense. 
Persons who sold shares might be ordered to refund the money. 
Indeed, were not companies taking away from individuals the 
“power of exercising themselves in trade’? Was the time not ap- 
proaching when people “would neither be allowed to eat, to drink, 
or wear clean linen,” except upon terms which companies im- 
posed? How could the power of directors to call for “millions and 
millions of money” be “consistent with the public credit’’? 
Could tendency to the common grievance possibly be doubted ?%’ 

In the eyes of the editors of the Chronicle, Lord Eldon’s dicta 
did not justify revision of their view that the chancellor’s opin- 
ions, “as a Politician, were seldom worth much.” For obviously 
there were many undertakings in which associations were superior 
to individual enterprise. Profitableness, it was argued, would de- 
termine their proper limit. Had the Chancellor himself not indi- 
cated the corrective of all unprofitable speculation—the liability 
of directors and shareholders to their last shilling and acre, 
knowledge of which would deter all rational men from specula- 
tion? It was, further, an abuse of terms to apply “monopoly” to a 
company of a hundred men investing their thousand pounds 
apiece.” 

The alleged restrictions imposed by the Bubble Act brought 
forth the following from one Leguleius: 

Let it not be imagined that speculation would be checked or fraud pre- 

vented by the total interdiction of all companies not established by charter 

9 Van Sandau v. Moore (1825), 1 Russell 472. 

% Eyre v. Everett, Walker & Co., reported in the Morning Chronicle, February 10, 
1825. 

97 Kinder v. Taylor, Law Journal, III (1825), 68 ff.; cf. Morning Chronicle, March 
16, 26, 30, 1825. 

% Morning Chronicle, March 30, 1825. 
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or Act of Parliament. The speculations have been as large, and the frauds 
as numerous in the incorporated as well as the unincorporated associa- 


I would conjure the Legislature not to trench upon that sacred and golden 
principle of political economy—not to interfere with the mode in which indi- 
viduals employ, or even squander their money, not to lay restrictions upon 
that freedom for the paltry object of protecting those who will not use their 
energies or their sense to protect themselves We are gradually 
destroying chartered companies and monopolies and throwing open every 
possible channel to the energies and enterprise of our countrymen 
not let us act upon contrary principles in the case of domestic Joint Stock 


Companies!99 

Finally, in response to the accumulated tension within and 
without Parliament,’*° to the demand that doubts as to the legal 
status of the unincorporate be cleared away, and the fear of ‘“‘ab- 
surd and monstrous penalties’** be removed, the government took 
action. In June, on motion of the attorney-general, that “string 
of non-sequiturs,’** the Bubble Act, was flatly repealed,’® as 
unintelligible and impossibly severe,'°* and, furthermore, as hav- 
ing restrained the formation of companies “established on just 
and equitable principles and for laudable objects.’”*°’ Doubt as to 
the immediate relevance of the eighteenth-century legislation was 


swept away. The Attorney-General considered the common law 
sufficient to deal with fraudulent promotions, that additional leg- 
islation on this matter was unnecessary—“at once difficult, un- 


wise and impolitic.’*” 


Two other provisions of this statute of repeal are worth brief 
comment. Under common law, limited liability was an insepa- 
rable incident of incorporation.’®? Henceforth the crown was em- 


99 Tbid., April 1, 1825. 

100 In March, coincident with Lord Eldon’s “general exclamation against all joint 
stock companies” (cf. Hansard, XIII, 1021), a leading-company promoter, Peter 
Moore, moved for repeal (ibid., XII, 1279). 

xt The Times, January 3, 1825. 

102 George, A View of the Existing Law of Joint Stock Companies (1825), p. 53. 

103 6 Geo. IV, c. gr. 

104 For the attorney-general’s argument see Hansard, XIII, rorg f. 

15 Cf. the recital of the bill to repeal, PP, I (1825), No. 149. 

1% Hansard, XIV (1826), 416. 

107 Cf. Elve v. Boyton, 1 Ch. 501, 507 (1891). 
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powered to prescribe to any extent the degree of shareholders’ re- 
sponsibility. Even so, the grant of charters continued to be very 
jealously guarded.** For another provision to the effect that not- 
withstanding the repeal of the Act of 1719 “the several undertak- 
ings should be adjudged and dealt with according to common 
law,” Eldon was responsible. As we have seen, he had expressed 
his confident belief that to act as a corporation, not being a cor- 
poration, was an offense at common law. Much litigation had to 
run over the dam before this dictum, reinforced by the chancellor’s 
great authority, lost its influence, and was relegated to the limbo 
of dead doctrine. Despite the repeal of the Bubble Act, the courts 
continued to look askance at the unincorporated joint-stock asso- 
ciation.**® It remained for some years a cinder in the judicial 


eye. 

In fact, the pressure of economic development apart, it is diffi- 
cult to see how Parliament consistently could have done otherwise 
than repeal the Act of 1719, or, on the other hand, to understand 
how the lawyers could logically maintain that the unincorporated 
association was illegal at common law. For, “from saying that 
organization is corporateness English lawyers were precluded by a 


108 In response to a request from one John Dumbell of Lancaster for a charter to 
establish a bread and flour company in London similar to that established in Bir- 
mingham in 1796, the Board of Trade replied that “‘if persons who may be interested 
think fit to apply to Parliament for an act authorizing them to sue and be sued, this 
Board will not oppose it; but cannot undertake to give any further countenance to 
the project” (Board of Trade Papers, P.R.O., 5/33, fol. 349). See n. 140. 


109 In Duvergier v. Fellowes (1828), the C.J. declared that there could be no trans- 
ferable shares except of the stock of companies created by Parliament—that persons 
who presumed to act as a corporation without such authority were “guilty of a con- 
tempt of the King.” However, in Walburn v. Ingleby (1833), the L.C. would not hold 
an unincorporated company illegal under common law—an intimation by the com- 
pany of limited liability was not sufficient grounds. Yet in Blundell v. Windsor 
(1837) a company was considered illegal not only on this score, but also as “trenching 
upon the prerogative of the King by attempting to create a body not having the pro- 
tection of the King’s charter.” The courts should discourage such projects. How- 
ever, in two cases decided in 1843 (Garrard v. Hardy and Harrison v. Heathorn) the 
judges took a more liberal position. The raising of transferable shares could hardly 
be said to be of itself a nuisance and grievance at common law, such procedure being 
“a modern proceeding,” and there was no evidence, furthermore, to show that their 
creation had been productive of injury to the Queen’s subjects. For accord see 
Re Mexican & South American Mining Co. (27 Beav. 474). 
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long history.”**° Actually, quasi-corporations had been recognized 
in adjudged cases; de facto joint-stock banking companies con- 
tinued to flourish in Scotland," where indeed, in contrast to Eng- 
land, a chose en action was assignable at common law, and, like the 
unincorporated insurance societies which had received a measure 
of statutory recognition, were paying duty under the Stamp 
Acts." In no case was it ever actually decided that an unincor- 
porated joint-stock company was illegal at common law." 

Most of the promotions perished in the crisis which followed the 
exuberant prosperity of 1824 and 1825. In July the Stock Ex- 
change had cautioned against dealing in shares of companies with 
the “respectability” of which members were not thoroughly ac- 
quainted."* In September speculators were finding it difficult to 
pay up instalments—profits from rising prices being no longer 
sufficient to make good on successive calls."** November witnessed 
the dissolution of various companies “in consequence of impedi- 
ments which had presented themselves.’™* Finally, the panic of 
December brought the end of a South Sea year and “no one could 
wonder at the concussion from the fall of such a water spout.”"7 
Share values melted 60 to 80 per cent or vanished. 

Perhaps the most careful estimate of the number of new enter- 
prises of the period was that made by Henry English,"* published 
in 1827 after the collapse, and based, according to the author, on 

10 Maitland, Collected Papers, III, 390. 

mm Infra. 12 Cf. Mundell, op. cit., passim. 


43 Cf. Lindley, On Companies (ed. 1902), Introd. 

™4 The Times, July 8, 1825. «6 The Times, November 15, 1825. 

us Cf. Tooke, op. cit., p. 158. "7 Hansard, XIV (1826), 317. 

18 In his pamphlet, A Complete View of Joint Stock Companies Formed in 1824 and 
1825 (L., 1827). There are several contemporary estimates of the number of promo- 
tions. By way of warning the Genileman’s Magazine published a list (March 1, 
1825), compiled chiefly from advertisements in the Times, of 228 companies with an 
estimated capitalization of £167 millions. A current theological review printed at 
intervals during the year “as a record of the state of the public mind” cumulative 
summaries which enumerated in all 748 “schemes” capitalized at £280 millions 
(Monthly Repository, XX, passim). Cf. also the Times, September 30, 1825, and a 
tract entitled The South Sea Bubble .. . . Historically Detailed as a Beacon to the 
Unwary against Modern Schemes (1825). Scathing attacks on company promotion 
appeared contemporaneously in the Quarterly Review and the Scots’ Magazine 
(March, 1825). Cf. also Romney, Three Letters on the S. peculative Schemes of the Pres- 
ent Times (Edinburgh, 1825). 
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original prospectuses in his possession. In all, 624 companies had 
been floated with a total capitalization of £372,173,100, as shown 
in TableI. Of these, only 127 continued to exist in 1827, as shown 


TABLE I 

Capitalization 
74 Mining companies.......... £ 38,370,000 
} 12,077,000 
35,820,000 
29 Investment... 52,600,000 
54 Canal and railroad 44,051,000 
67 Steam (navigation). . 8,555,500 
11 Trading 10,450,000 
26 Building ee 13,781,000 
24 Provision rorer er 8,360,000 
292 Miscellaneous... . -esesee 148,108,600 


624 £372,173 ,100 


TABLE II 








Companies Capitalization Amount Paid Value 





44 Mining £ 27,766,000 | £ 5,455,100 £ 2,927,350 
9,061 ,cC0°0 2,162,000 1,504,625 
14 Insurance...... 28, 120,000 2,247,000 1,606,000 
49 Miscellaneous... . 38,824,600 5,321,850 3,265,075 


127 £ 102,781,600 £ 15,185,950 £ 9,303,950 

















TABLE III 








Companies Capitalization |Amount Advanced 





16 Mining £ 5,585,000 | £ 400,900 
9 Investment 8,550,000 746,000 
20 Canal, railroad, 
19,135,000 393,375 
20 Steam(navigation) 2,927,500 79,900 
43 Miscellaneous... . 20,407,000 799,500 


108 £ 56,606,500 | £2,419,675 














in Table II. In a second group are those which were abandoned, 
but whose shares were issued and sold in the market (Table ITI). 
Third, there were 236 companies with a capitalization of £143,- 
610,000 which published prospectuses or which were announced in 
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the press, but which did not, so far as known, issue shares. And, 
finally, some 143 published prospectuses or were noticed but did 
not specify any particulars. Their capitalization was estimated as 
amounting to £69,175. 

As already suggested, the great majority of the promotions did 
not weather the crisis, and most of those that did were extinct by 
1843." The South American loans were eventually a complete 
loss."*° Mining companies which during this period had made 
their first appearance in any number dropped from sight with the 
exception of a few foreign mines whose shares, although still 
quoted in the forties, were worth but a very small fraction of the 
amounts originally subscribed."* “There was an almost entire loss 
upon every company formed for the purpose of trading—assum- 
ing the trading and commercial functions of individuais.’”"**** _How- 
ever, there were some notable survivors. The General Steam 
Navigation Company, and several others proved profitable.” 
The Stockton and Darlington Railway was completed in 1825 and 
others projected during the period, notably the Manchester and 
Liverpool and the London and Birmingham, were to succeed 
within a decade. Of the insurance companies promoted during the 


period, eight maintained an independent existence and all but one 
were paying dividends in 1843—two marine, two fire, and six life 


19 Report on Joint Stock Companies, op. cit., VII (1844), Evid., §§ 2341 ff. 


10 Tooke, op. cit., p. 159. According to the Times, July 20, 1826, various British 
foreign loans, about one-half of which were to South American countries and Mexico, 
had at that date a market value of only £12.3 millions in comparison with an original 
net investment of £31.6 millions. 


tat Spackman, Statistics of the British Empire (1843), p. 151. The following fig- 
ures were published in 1835 in the Quarterly Mining Review (ed. English), III, 6: 








AMOUNT MARKET AMOUNT MARKET 
Paw Up VALUE Paw Up VALUE 





CoMPANIES 


1825 1825 1835 1835 





Anglo-Mexican . , . £ 100,000 , 600,000 £ 1,050,000 £ 77,200 
United Mexican . 60,000 930,000 1,320,000 172,000 
Mexican........ 100,000 260,000 340,000 17,200 
Real del Monte. . 35,000 735,000 900,000 244,000 
Columbian. .. .. 50,000 850,000 470,000 110,000 

















118 Report on Joint Stock Companies, loc. cit. (1844). 12 Ibid. 
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companies.*? The important St. Katherine docks had been built. 
The several gas companies were “generally remunerating.”*4 Of 
four joint-stock banks organized in Scotland in 1825, three, in- 
cluding the National Bank of Scotland, were permanently success- 
ful." In sharp contrast, none of the quasi-banking and invest- 
ment companies in England got on their feet. Manufacturing in 
greater part seems to have continued outside the field of joint- 
stock activity. 

Finally, it may be noted that some 156 companies formed be- 
fore 1824 weathered the crisis (Table IV). 


TABLE IV 








Capitalization | Amount Advanced 


£ 12,202,096 | £12,202,096 
6,164,590 6,164,590 
20,488,948 6,648,948 
2,973,170 2,973,170 
2,452,017 1,952,017 
1,630,700 1,215,300 
7 Ko 494,964 479,814 
7 Miscellaneous.... 1,530,000 1,530,000 


156 £ 47,936,486 | £ 34,065,936 

















As was inevitable, after the crash a motion was brought before 
the House of Commons to order a general inquiry into the com- 
panies formed during the “mania.”"*? Shattered expectations, ru- 
mors of dubious methods used™* to obtain private acts, and suspi- 
cion of various kinds of financial sleight-of-hand and speculation 
in the activities of promoters and directors demanded satisfac- 


3 Spackman, op. cit., pp. 147-48. 

24 Report on Joint Stock Companies, loc. cit. (1844). 

us A. W. Kerr, History of Banking in Scotland (ed. 1918), pp. 167-68. 

™ English, loc. cit. 

™7 Hansard (N.S.), XVI, 243. Hume had attempted early in the boom, but with- 
out success, to secure a standing order to exclude all Members who had an interest in 
private bills from sitting on such committees (Morning Chronicle, May 27, 1824). 

™8 Cf. letter to the Times, December 14, 1825: “Members who compose Private 
Committees are too often interested . . . . shares are set aside for Parliamentary 
friends whose vote and influence promises success.” 
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tion. Canning and Huskisson™® took the proposal “‘as a sweeping 
censure on all joint-stock companies.” The latter rose to the de- 
fense: “If there was any one circumstance, to which more than 
any other, this country owed its wealth and commercial advan- 
tages, it was the existence of joint-stock companies.” He pointed 
to their success in public works of various kinds, in insurance, in 
Scottish banking. “There was no greater error than to cry down 
companies as public evils.”” Atwood declared that there was “no 
more harm in buying and selling a share, than in purchasing or 
selling a shawl’’; the failures in mining proved nothing; joint-stock 
enterprise contained great possibilities in many directions. The 
motion was amended so as to set on foot an investigation of the 
affairs of only one company, the Arigna Iron and Coal Mining 
Company.**° 

In fact, Huskisson had recently gone beyond mere parliamen- 
tary defense of the joint-stock company. Guided in part by suc- 
cessful Scottish experience,'* he had affirmed his faith in corpo- 
rate enterprise in his measure for the organization of English bank- 
ing.*? As the Quarterly Review had inquired in 1824, whence “the 
happy exemption of Scotland” from banking failures? An answer, 
it thought, was found in Joplin: the Scotch banks were joint- 
stock companies, while the English were small private concerns." 
Heretofore in England, as Lord Liverpool exclaimed, “‘any grocer 
or cheesemonger, any petty tradesman, however destitute of 
property, might set up a bank in any place; whilst a joint-stock 
company, however large their capital, or a number of individuals 

29 Huskisson, it may be noted, was president of the British Irish & Colonial Silk 
Co. established by charter in 1825. Cf. the company’s prospectus of July 30, 1825. 


130 PP, III (1826-27), 37. 

3" Cf. Hansard, XIV, 231. Apart from the three chartered banks (Bank of Scot- 
land, Royal Bank of Scotland, British Linen Co.), seven with a joint stock had been 
organized before 1800; sixteen more, including the Commercial Bank of Scotland, 
were founded in 1800-1815. Many of these were highly successful, according to 
Kerr (op. cit., passim). By 1826 there were twenty-nine without charters, eleven of 
which had more than fifty “partners.” The National Bank of Scotland numbered 
over a thousand (cf. PP [1826], No. 105). 

132 7 Geo. IV, c. 46. 

133 Essay on the Principles of Banking (4th ed., 1823); see Quarterly Review, Vol. 
XXXI (April, 1824), passim. 
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exceeding six, however respectable and wealthy they might be, 
were precluded from doing so.’*4 By the Act of 1826 the estab- 
lishment of joint-stock banks without limitation on the number of 
partners was henceforth authorized beyond a sixty-five-mile radi- 
us of London."*> They were empowered to sue and be sued in the 
name of a principal officer. Limited liability, however, was with- 
held. Huskisson, surprisingly, would have consented to the grant 
of this privilege but for the pronounced objection of the Bank of 
England.*** Three banking companies were formed under the Act 
that very year."3? 

Parliament’s cavalier refusal to examine the question of joint- 
stock companies flew in the face of wise counsel. True, the crisis 
which had exterminated “the great shoal of monstrous abortions 
—begotten by fraud upon credulity’"** had temporarily damped 
down new promotions. There were men more intimately aware of 
underlying economic currents who perceived, nevertheless, a vital 
need for the deliberate erection of some sufficient legal frame- 
work not only to protect the investor but especially to facilitate 
the use of that now important instrument for the attraction and 
employment of capital, the business corporation. Gurney was in- 
sistent before the House of Commons that the government should 
attend to 
the real evil, the state of the law of partnership—to insure some measure of 
safety to those willing to adventure bona fide capital in undertakings which 


individual men could not encompass—and to protect the public against asso- 
ciations set on foot for the mere purpose of jobbing in shares.*39 


During the boom, company promoters had stormed Parliament 
with applications for corporate privileges, in some instances for 
full incorporation, in others for mere power of suit in the name of 


134 Hansard, XIV, 640. 

135 As the Times put it (July 11, 1827), the new Act “allowed of banking firms upon 
a rambling kind of plan, according to which half a county might become partners.” 

136 Hansard, XIV, 243; Baring also, ibid., p. 209. 

137“Report on Joint Stock Banks,” PP, Vol. XXXVII (1836), No. 172, 
Appen., p. 246. 

138 Monthly Review (N.S.), III (1826), 26 f. 

139 Hansard, XVI (1826), 243 ff. 
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an officer. In Table V**° it is apparent that what we should now 
term “public utilities” were much more successful in their pursuit 
of privileges than companies for all other purposes. However, 
there seems to have been no definite criteria upon which such pri- 
vate-bill legislation was based. Indeed, as Austin wrote, those 
who had the determining voice in this ‘occasional interference of 
the legislature” were “ignorant, indifferent or partial.’"** The 
Chronicle had argued that “the Legislature ought to pass, not a 
separate law for this or that company, but a general law securing 
associations against inconvenience and securing the public 


TABLE V 








1825 





COMPANIES FOR 


Petitions Petitions 





Improvement of towns (water- 
ek re 104 68 47 
Internal communication (roads, 
canals, railways) 146 83 
Other purposes 47 18 6 





297 Ig! 136 

















against fraudulent attempts to escape from liability.’’4* In like 
vein, various members, including Baring, Gurney, and Grenfell, 
had repeatedly urged the necessity of some general measure of 
control to take the place of innumerable bills of exception to the 
law of the land, to provide a system of registration," or, alterna- 
tively, even to legalize the continental société anonyme.**4 

The limited partnership, the société en commandite of France 


14° Cf. Monthly Review, III, 26 ff.; Annual Register (1825), p. 98. The latter also 
gives a list of fifty applications which failed, including that of the Liverpool and 
Manchester Railway. From 1827 to 1832 inclusive, only twenty-one “companies” 
obtained privileges (cf. Companion to the Almanac for 1833). 

rt “Toint Stock Companies,”’ Parliamentary History and Review (1825), p. 720. 

1 March 30, 1825. 

143 A motion to compel any joint-stock company to register the names of its part- 
ners in the Court of Chancery had been defeated in 1824 (Hansard, XI, 1088). 


144 Ibid., pp. 717-19, 1060, 1283 ff. 
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legalized in Ireland in the eighteenth century,"® had failed of 
adoption in England in 1818."** Outside of Parliament, Austin ad- 
vanced a timely, able, and farsighted brief for its introduction at 
this juncture. The standing rule of English law, he maintained, 
must perforce prevent advantageous undertakings. 


The prospect of unlimited liability for obligations contracted by others is 
enough to discourage a cautious man from adventuring in a joint stock enter- 
prise . . . . the rule should be abolished so as to enable partners to limit their 
liabilities to creditors without special sanction [of the legislature]. 


His arguments were, in sum: 


1. The rule was an unnecessary check upon improvident speculation; 
directors would conduct an enterprise with more or less benefit to a company 
in proportion to their financial responsibility . . . . in the limited partner- 
ship, the responsible members would remain fully liable and mismanagement 
would react on them. But various classes of investors might acquire interests. 

2. Creditors of such companies would not be subject to greater loss than 
those of enterprises constituted in the ordinary way. In any event, a simple 
scheme of registration would make this an accomplished fact. 

3. Joint stock companies would not be set on foot in opposition to solitary 
traders unless they could provide commodities or services more cheaply. 


The evil of the law, furthermore, was “poorly palliated by the dis- 
pensing power of the Crown... . applications were harassed 


with needless vexation and unnecessary expense.’ The decision 
turned upon anything but the merits of the case.'*? Indeed, as 
Leguleius stated the matter, “It was an explicable instance of per- 
versity that companies should have chosen to go on without in- 
corporation.’’*** These were advocates pleading in the wilderness, 


448 In 1782 by 21/22 Geo. III, c. 46 (Irish). Upon registration, liability might be 
limited for a period of fifteen years. Close to five hundred such partnerships were 
formed under the act down to 1830. Cf. Levi’s Appendix to First Report: Royal Mer- 
cantile Law Commission, 1854, PP, X XVII (1791), 78. 

+# Cf. Hansard, XX XVIII (1818), 22-23. 

147 “Joint Stock Companies,”’ Parliamentary History and Review (1825), passim. 

+48 Loc. cit. Examination of the minutes of the Board of Trade suggests that these 
criticisms were not unfounded. In 1826 charters were refused to a plate-glass manu- 
facturing, a coal, an insurance, a loan, and a mining company, among others. In some 
cases the fact that the business was already carried on by partnerships was the 
ground for refusal. Two companies only appear during that year to have received 
charter sanction—the New Zealand Company and a London gas enterprise. In both 
cases shareholders were subjected to double liability (see B.T. Papers, P.R.O., B.T., 
loc. cit.). 
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however. Freedom of incorporation was to be established only 
after many years of controversy. 

In the matter of protecting the investor, the Chronicle at the 
height of the boom used words suggestive of our own day: “‘As to 
caveat emptor, it ought not to be favored in matters of specula- 
tion.”"4° English fastened upon two of the outstanding evils 
thrown up plainly during the period: (1) the formation of com- 
panies to take over property at a value all out of proportion to 
real worth; (2) the withholding of large blocks of shares for in- 
siders to dispose of subsequently at a premium."®® George urged a 
statute to restrict such practices, and especially to make the false 
statement of fact in any prospectus a misdemeanor.’* But Parlia- 
ment made no attempt to fetter the activities of promoters, to 
govern the conduct of directors, or to set up any rules of action. 
Another twenty years’ experience was necessary to cause the erec- 
tion of some sufficient legal framework. The Act of 1844 was 
finally to place some degree of control over the birth and course of 
life of the tertium quid which had been wedged between the cor- 
poration, strictly speaking, and the ordinary partnership. 

In sum, the joint-stock company had come by 1825 to play an 
important part in the organization of England’s economic life. 
Alongside of numerous establishments upon which “the sun of 
Parliamentary favor” had shone, a large number of quasi-corpora- 
tions” had forged something like legal status and had achieved 
financial success in the face of determined legislative restriction 
and judicial opposition. The recital of the bill to repeal the Act of 
1719 presents an interesting glimpse of current economic develop- 
ment: 

By reason of the increasing wealth and prosperity of this country, and of 
the large capital which hath been and still continues afloat and uninvested, 

149 February 14, 1825. 

18° Op cit., cf. the Times, July 5, 1825. 

18" Op. cit. (1st ed.), p. 66. This is the first specific suggestion to define by statute 
the contents of a company’s prospectus that I have found. 

1s@ Lord Eldon used the term in Davis v. Fisk (1823) to distinguish companies 
which had obtained powers of suit, etc., from Parliament. Such associations had 
“The power, emblems, and to a given extent the privileges of a body without having 
been incorporated” (quoted in a letter from George Farren to the Times, October 11, 
1838). 
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various partnerships, associations or joint-stock companies for working for- 
eign mines, for insuring lives and houses in Great Britain and elsewhere, for 
lighting England and other countries with Gas, for carrying on certain lawful 
trades on an extensive and lucrative scale and for various other useful and 
beneficial purposes have been established—not many by Act of Parliament 
or Charter but under deeds of partnership.*s3 


By contrast with earlier centuries, the history of corporate enter- 
prise had ceased to be that of a comparatively few great com- 
panies. 

The range of commercial and industrial activity which might 
practically and properly be undertaken by joint-stock companies 
was still considered by many to be narrowly circumscribed. Prej- 
udice in favor of individual enterprise was persistent. The Monthly 
Review wrote: 


The age of companies is passed. The application of capital in masses to 
some splendid object beyond the reach of individual enterprise will always 
distinguish Britain But the proper occasions for such associations are 
comparatively rare and the principle degenerates into a pestilential abuse 
when it is applied to an ignorant and impertinent interference with the small- 
er details of trade, endeavouring to crush the humbler industry of individuals 
by the overwhelming power of capital alone.*s4 


The Times held it time for joint-stock companies to go out of 
fashion. Most trades were likely to flourish best in the hands of 
private houses, not in those of corporate bodies, “which can never 
successfully resist the vigilance or skill of their more active ri- 
vals.’*55 Limited liability, as we have seen, remained anathema to 
many—a heresy dangerous to the economic weal. “Company” 
continued in some minds synonymous with “monopoly.” Mean- 
while, however, Englishmen did not tarry, did not wait upon the 
law, and the next decade was to witness continued vigorous de- 


velopment. 
BisHop C. Hunt 
HARVARD UNIVERSITY 


83 Loc. cit. 
134 Loc cit.; cf. Lawyers and Legislators (1825), p. 27. 
188 September 14, 1826. 





SEASONAL CYCLES IN AGGREGATES OF WHEAT- 
FUTURES CONTRACTS 


AR by year the aggregates of open contracts in wheat 
futures for the United States swing upward from approxi- 
mately the first of July until the middle of November, 

then downward until about the end of June. There are minor 
variations from year to year, but on the whole the cycle is fol- 
lowed whether the aggregates be relatively large or small. 

So far as the short side of the open contracts is concerned, the 
changes correspond fairly closely, with certain exceptions, to the 
changes in the hedging requirements as those are indicated by the 
visible supply. On the long side, the indications are that the bulk 
of these seasonal changes arises from the operations of the smaller 
traders. There is room, too, for the possibility that the “longs” 
from the wheat-growing sections do a great deal of the non-hedg- 
ing buying and thus take the other side of a considerable part of 
the increased hedging requirements in the late summer and fall. 

The pattern of the increase and subsequent decrease in the ag- 
gregates of open contracts and in the visible supplies of wheat is 
shown in Figure 1. For this comparison the open contracts of the 
four most important wheat-futures markets are used—Chicago, 
Minneapolis, Kansas City, and Duluth. These four markets ac- 
count for over 95 per cent of the total of open wheat-futures con- 
tracts in the United States. The Chicago Board of Trade accounts 
for about 70 per cent of the total, but it is important to include the 
figures for the other three markets since hedging contracts make 
up a larger proportion of the total at each of the three than they 
do at Chicago. The figures for the visible supply are as of each 
Saturday; the figures for the open contracts’ are taken at the 
close of each Thursday, two days earlier, in order to avoid the 
changes which sometimes result from the “evening up” of traders 
for the week-end. 


* For convenience the term “open contracts” is used to denote the aggregate of 
open contracts to buy (and the offsetting contracts to sell) which have been made 
but have not been offset (or closed out) at any given time. It is synonymous with 
“aggregate of open commitments” or with “open interest.” 
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From the illustration it is evident that, although there were 
some important differences between the seasonal changes, the 
two series showed a high degree of similarity. This was especially 
noticeable in the increases from July to November. On an average 
for the ten years the aggregates of wheat futures increased ap- 
proximately 65,000,000 bushels from the low point in July to the 
peak in November, against a comparable increase of a little less 


180 


a 
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60 
40 
20 


or 


Fic. 1.—Wheat futures and the visible supply: Average aggregates of open con- 
tracts for four markets and average of the visible supply each week for the ten 
crop years July, 1924—June, 1933. Aggregates of open contracts in all wheat futures 
taken on Thursdays for Chicago, Minneapolis, Kansas City, and Duluth, combined, 
beginning each crop year with the Thursday nearest July 1. The visible supply 
figure for wheat in the United States (Chicago report) taken two days later than 


corresponding aggregate. 


than 60,000,000 bushels in the visible supplies. Likewise, both the 
aggregates and the visible supplies increase on the average from 
early in July to about the middle of November, and both decline 
after the November peak has been reached. From these things it is 
reasonable to conclude that the increase in each of the series is 
governed chiefly by the movement of the wheat crop to market. 

It is evident, however, that the cycle of the open contracts is 
much less regular than that of the visible supply. These irregu- 
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larities are especially noticeable about the end of November and 
of April, but others are apparent about the end of August, the 
middle of February, and the middle of March. The first three re- 
sult chiefly from the closing out of the December, the May, and 
the September futures, respectively. The last two, the increases 
in February and the decreases in March, appear to be connected 
with the tendency for prices to decline in late February and in 
March.’ 

The waves of liquidation of the three major futures mentioned 
—the September, the December, and the May—which get well 
under way late in August, in November, and in April, respective- 
ly, are significant because they indicate that the initiative in clos- 
ing out the contracts was being taken by the “longs” (those who 
hold contracts to buy wheat). Except in those instances in which 
a “‘squeeze’’ is in prospect, the longs are at a relative disadvantage 
as the delivery month approaches because the futures contracts 
are “‘seller’s option” contracts. Among other things this term de- 
notes that the holder of a contract to sell (the “short”) may 
make delivery on any business day of the delivery month that he 
chooses. As a rule, heavy deliveries are made on the first day of 
that month, so that a large proportion of the longs face the 
chances of being forced to receive the grain if their contracts re- 
main open on that day. Thus, although it might seem on first 
thought that the contracts in a given future would be closed out 
most heavily late in the delivery month, it is practically always 
true that nearly all the contracts in it have been closed out by the 
middle of the month. 

Usually there is a scramble on the part of most of the small 
longs to close out their contracts during the latter part of the pre- 
delivery month. It is apparent from the chart that these waves 
of liquidation have a decided effect upon the aggregates of con- 

? This is discussed in an unpublished paper by the writer, “Semiannual Cycles 
in Wheat Futures Prices.” For the tendency of prices to decline late in February 
and in March see “Wheat Studies,” X, No. 5 (February, 1934), 214, published by 
the Food Research Institute, Stanford University, Calif. 

3 If one or more traders hold substantial aggregates of contracts to buy and de- 
sire to receive the wheat on them, the proportion held until the end of the month 
will be larger than usual; but even in such a case, their holdings are unlikely to be 
more than a small percentage of the peak aggregate of contracts in that future. 
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tracts in all futures combined. This is because for a short time the 
liquidation in the maturing future commonly proceeds more rap- 
idly than additional contracts are made in the more distant fu- 
tures. As a rule, too, this liquidation extends into the early part 
of the delivery month, because even some of those longs who do 
not want to take delivery upon their contracts believe that they 
are in a favorable position and will not be called upon to take de- 
livery for a little while. They may think so for a number of rea- 
sons. One of these may be that their contracts are held with a 
commission house which is net short with the clearing house at 
that market. When deliveries are tendered to the clearing house, 
that institution apportions them to the clearing member which 
has the oldest net long position on the books of the clearing house. 
Consequently, as long as a given commission firm continues net 
short at the clearing house, it will not receive deliveries from the 
clearing house to be passed on to its customers. In this way, and 
in some others, the long positions of some traders are maintained 
for some time into the delivery month. Then, too, some of the 
longs fail to close out their positions in time and are tendered the 
wheat on their contracts. Thus there are usually sharp decreases 
in the open contracts of each future in the latter part of its pre- 
delivery month and the first part of its delivery month. 

Looking again at the illustration, it may be seen that the de- 
crease in the aggregates of all futures because of the liquidation of 
the September future was less evident than that of the other two. 
In part this was because the aggregates displayed a strong up- 
ward tendency in August and September, and in part too because 
the September future is usually a distinctly smaller future than 
that of either December or May. 

YEARLY CYCLES CONFORMED CLOSELY TO THE TEN-YEAR 
AVERAGE 

The tendencies discussed above have been based upon a week- 
by-week average for ten years, which are the first ten years for 
which the data of the open contracts are available. An examina- 
tion of individual years likewise reveals a seasonal cycle in both the 


4 Aggregates of open contracts in wheat futures at Chicago were compiled early 
in July, 1923, but those for the other three markets were not compiled until later in 
that year. 
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open contracts and the visible supplies in each year which cor- 
responds closely with that of the ten-year average, although sev- 
eral years display noticeable deviations from the average pattern. 
The deviations are greater with respect to the open contracts than 
to the visible supplies. Even with these distortions, however, the 
patterns for these years conform to the general shape of the cycle 
as shown by the ten-year average. 

The outstanding example of such a deviation in the open con- 
tracts is the crop year 1927-28,with 1928-29 a close second. In 
1927-28 the open contracts were relatively small early in the sea- 
son, suggesting a limited public participation. They reached a 
seasonal peak about the middle of November and decreased late 
in November and in December, much as do the figures for the 
ten-year average. Late in March, however, they began to increase 
rapidly and reached a peak late in April, which was higher than 
that of November. From this peak they decreased sharply and 
were of only moderate size at the close of the year. In connection 
with this unusual behavior of the open contracts, prices had ad- 
vanced during late February and March and had advanced sharp- 
ly to a peak at the end of April, then declined during May and 
June.’ It is reasonable to conclude that the increase in open con- 
tracts in the spring of 1928 was the result of a major speculative 
cycle which was superimposed upon the usual seasonal cycle in 
these open contracts. 

The situation in 1928-29 differed only slightly from that in 
1927-28 so far as the seasonal cycle was concerned. Here the 
usual seasonal peak was reached early in November, and there- 
after the open contracts decreased, although possibly less rapidly 
than in most years. The decrease was even continued into Janu- 
ary, but beginning late in January there was an increase which 
culminated in March in a higher figure than that of the November 
peak. In addition, although the open contracts decreased mate- 
rially from this second peak, they remained unusually large at the 
end of the crop year and continued at a very high level during all 
of the following crop year. In this instance it is evident that the 
course of the seasonal cycle was complicated by the stepping-up 


5 See “Wheat Studies,” VIII, No. 1 (November, 1931), Pl. I. 
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of the open contracts to a higher level, which persisted over a 
considerable period. 

Even in these two years the seasonal cycle in the aggregates of 
open contracts was clearly evident, although its manifestations 
were distorted to some degree by the factors discussed. Each of 
the other years conformed rather closely to the pattern of the 
ten-year average of open contracts, as shown by Figure 1. 


A CYCLE AT EACH MARKET 

Examination of the data also reveals that at each of the four 
markets there is a counterpart of the cycle in open contracts for 
the United States as a whole. Each market shows an upswing in 
the open contracts following the harvest in the area tributary to 
it, and then an irregular decline to a low point sometime before 
the following harvest. It is noticeable, however, that there are 
certain differences between the cycles which are related to the 
marketing of the crop in each territory. 

First among these may be noted the variations in the timing of 
the cycles between the markets. Both the high and the low points 
occur earlier in the season at Kansas City than at Minneapolis 
and Duluth.® The differences are much more pronounced among 
these markets than between any of them and Chicago, because 
wheat-futures transactions feed into Chicago all the way from 
Texas up to North Dakota and even from Canada, whereas it is 
believed that those coming to Kansas City and Minneapolis arise 
chiefly in the respective territories of those markets.’ At Kansas 
City the low points of the open contracts center in May and the 
high points in August; at Minneapolis they cluster around July 
and October-November.® It is noticeable that the high points at 
Chicago commonly occur somewhat later than at Minneapolis; 
but probably this may be ascribed to the spreading and other 
trades which come to Chicago from Canada. 


6 Although definite cycles are exhibited by the data for Duluth, their behavior 
is not quite the same as that of the other markets. Perhaps this is in part because 
the public participation is smaller than in the other three markets, as was indicated 
by the data of January—October, 1927. 

7 This opinion is supported by a survey of the holdings of all wheat futures at 
the close of June 30, 1931. 

§ Probably the cycle at Winnipeg is still later than that at Minneapolis; but no 
such data are available for Winnipeg. 











40 H. S. IRWIN 


The second difference, closely related to the first, is that of the 
period over which the increase in the open contracts extends. In 
most years this is from some time in May to some time in August 
for Kansas City; from July to October or November for Minne- 
apolis; but from May to November for Chicago. Again this vari- 
ation arises chiefly from the marketing of the crop in the territory 
from which the transactions in futures at each market originate. 
Since Kansas City and Minneapolis draw their futures transac- 
tions from a smaller territory than Chicago, it is to be expected 
that their periods of increases in open contracts will be shorter. 

Still another item of difference is the relative importance of the 
December and the May futures at Kansas City and at Minne- 
apolis, which is largely a reflection of the fact that the maximum 
of open contracts is reached earlier at Kansas City than at Minne- 
apolis. Although the May future is the largest future at both 
markets, its importance is less pronounced at Kansas City than at 
Minneapolis. Taking an average for eight years, the sums of the 
open contracts of the December futures at Kansas City were 
about 70 per cent as large as those of the May futures. At Minne- 
apolis they were only 50 per cent as large. It is evident that a 
larger proportion of the trading which goes to make up the max- 
imum open contracts at Kansas City, which is done in July and 
August, will be in the December future than of the comparable 
trading at Minneapolis, which is done mainly in September and 
October. 

CAUSES OF THE SEASONAL CYCLE 

In ascertaining what factors are back of these seasonal cycles 
for each market and for the four combined, it is important to keep 
in mind that each futures transaction has a twofold aspect. Each 
is composed of a contract to buy and an offsetting contract to sell. 
For this reason it is necessary to search for the causes of the in- 
crease and the subsequent decrease in both the long and the short 
side of the open contracts. The short side presents few difficul- 
ties, for it is evident from Figure 1 that the bulk of the changes in 
it may be attributed to the changes in hedging requirements.’ Of 

9 For daily and monthly data on both the long and the short positions of the 


larger hedgers at each of the four markets see appendix tables of Senate Doc. No. 
123: Reports by Members of Grain Futures Exchanges (7oth Cong., 2d sess.), Part IT. 
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course there are short speculative positions as well as short hedg- 
ing positions, and at times the hedging positions on the long side 
of the market are substantial. Practically always, however, the 
net of the hedging requirements is short, and as a rule the changes 
in the net short hedging requirements are indicated by the changes 
in the visible supply. This is far from a perfect indicator, but it is 
the only one available. There is no such measure for the specula- 
tive short positions. 

On the long side of the open contracts, all the contracts except 
those held by long hedgers are held by speculators, using the term 
“speculators” in its full sense which includes whatever contracts 
are held by “spreaders” and “‘scalpers.’** Doubtless the changes 
in the long holdings of the hedgers contribute somewhat to the 
seasonal cycle in the open contracts, but only to a minor degree. 
The great bulk of the seasonal changes in the long side of the open 
contracts arises from changes in speculative long holdings. Ex- 
amination of the holdings of the largest traders reveals that they 
do not behave in this fashion ;" so the inference is that the cyclical 
changes on the long side of the open contracts must be ascribed 
chiefly to the small speculators. 

Evidence of this effect is also found in the data of the ten 
months, January—October, 1927, for which the holdings of those 
who had less than 200,000 bushels in any future at Chicago, or 
less than 100,000 bushels at Minneapolis, Kansas City, and Du- 
luth, on any day of the ten months, were separated from the hold- 
ings of those who had more than those amounts respectively. To 
ascertain how the holdings of these small traders, together with 
those of certain other classes of traders, compared with respect to 
the seasonal changes in open contracts, their long and short posi- 
tions at the close of each week were added to arrive at the total 
holdings of each class for the four markets combined. The result- 

10 Spreaders and scalpers are specialized kinds of speculators. The scalper trades 
upon fluctuations of prices within the trading session and commonly holds no con- 
tracts open at the close of the session. The spreader speculates upon the differences 
between the prices of two or more futures. Typically he is long one future and short 
an equal amount of another, depending for his profit upon a change in the differ- 
ence between the prices of the two. 

* Paul Mehl, Trading Operations of Sixteen Large Speculators in Chicago Wheat 
Futures, 1925-32. (Unpublished manuscript.) 
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ing variations over the ten months are shown in Figure 2. (The 
sums were divided by 2 because the aggregates of all contracts are 
given in terms of either long or short holdings, not the sum of the 
two.) 

From a consideration of Figure 2 it is evident that for the ten 
months in question the seasonal variations were occasioned 
chiefly by the small traders, although some part arose from the 
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Fic. 2.—Wheat futures, four markets: aggregates of open contracts held by 
all traders, by the smaller traders, by large-scale hedgers, and by large-scale specu- 
lators at the close of each week at Chicago, Kansas City, Minneapolis, and Duluth 
combined, January—October, 1927. 


operations of the larger hedgers. On the other hand, it is apparent 
that there was no real cyclical tendency in the holdings of the 
large-scale speculators at Chicago (spreaders and scalpers here 
excluded). This is likewise true of the holdings of the larger non- 
hedging traders at the other three markets, as well as of the hold- 
ings of spreaders and scalpers at Chicago. There were 201 large- 
scale speculators in all at Chicago during the ten months; and, in 
comparison with their holdings, those of the other non-hedging 
traders at Chicago and of the few non-hedging traders reported at 
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the other three markets were so small that it was unprofitable for 
this purpose to combine them with the holdings of the Chicago 
speculators. 

Here a qualification should be noted. The figures for the small- 
er traders include the hedging operations of a considerable num- 
ber of small elevators and mills; and there is no way of separating 
them from the speculative operations of other traders. In some 
areas such hedging operations on the part of country elevators are 
quite limited, but in others, notably in the Northwest, a consider- 
able amount of hedging is done by them, both on the long and on 
the short side. This hedging on the long side arises chiefly in con- 
nection with the so-called “storing” of wheat for farmers, where 
the wheat is shipped out and a future purchased against it until 
the time when the farmer transfers the ownership of the wheat to 
the elevator. Undoubtedly these transactions of the smaller 
hedgers contribute to the seasonal swings in the aggregates of 
open contracts held by small traders, but indications are that 
their operations are decidedly smaller than those of the small 
speculators. 

In this connection it may be observed that the decreases in the 
holdings of the smaller traders in March and again in April, 1927, 
resemble very closely the decreases for those months in the ten- 
year average of aggregates. The pattern of the decrease in their 
holdings in March appears to be influenced greatly by the March 
decline in price, and that of the decrease in April is largely gov- 
erned by the closing-out of the May future. These types of de- 
creases are characteristic of speculative rather than of hedging 
trading. Likewise the dip in the holdings of the smaller traders 
late in August and early in September corresponds to the similar 
dip at approximately the same time in the ten-year average of 
open contracts, which may be attributed to the closing-out of the 
September future, as shown above. 


WHY DO LONG HOLDINGS OF SMALL TRADERS MOUNT 
FOLLOWING HARVEST? 
From the foregoing material it may be concluded that the bulk 
of the seasonal increase in the short side of the open contracts re- 
sults from the increase in hedging requirements, and that the bulk 
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of the increase on the long side arises from the operations of the 
smaller traders. As before stated, it is easy to see how the in- 
crease on the short side, season after season, corresponds with the 
increase in hedging requirements as the crop moves to market. 
But for every contract to sell there is an offsetting contract to 
buy, and an explanation must also be found for the great influx of 
buying which occurs at the same time. 

For example, the open contracts in wheat futures at Kansas 
City in 1926 increased from a little over 12,000,000 bushels on 
July 17 to nearly 22,000,000 bushels on August 14. In 1927 they 
mounted from nearly 13,000,000 bushels on July 23 to ap- 
proximately 18,000,000 bushels on August 20, and in 1928 they 
increased from less than 13,000,000 bushels on July 8 to over 
27,000,000 bushels on August 5. In these years the open con- 
tracts increased between 5,000,000 and 14,000,000 bushels in the 
four weeks of most rapid increase. Likewise the contracts in- 
creased rapidly at Minneapolis during the period of heavy mar- 
ketings. In 1926 they rose from about 12,000,000 bushels on 
August 28 to nearly 18,000,000 bushels on September 25; in 1927, 
from roughly 11,000,000 bushels on August 27 to over 18,500,000 
bushels on September 24; and in 1928, from approximately 15,- 
500,000 bushels on August 18 to about 23,000,000 bushels on 
September 15. The time of the most rapid increase varies from 
year to year, chiefly because the harvest occurs earlier in some 
years than in others. Of course the total seasonal increase at each 
market in each year was much greater than the figures for the 
four weeks; but these figures bring out how rapid the influx of 
buying was at those times. 

Further, as noted above, there is reason to believe that very 
little of the buying which goes to make up this seasonal increase 
in open contracts at Kansas City, apart from that which repre- 
sents hedging and spreading, originates outside the Kansas City 
territory. This also applies at Minneapolis although perhaps there 
may be a little more outside buying at that market than at Kansas 
City. How, then, does it happen that this great wave of buying, 
chiefly on the part of the smaller traders, occurs at about the time 
of the movement of the crop year after year? 

In view of the surrounding circumstances, the most reasonable 
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explanation which can be advanced for this buying at Kansas 
City and at Minneapolis, aside from the hedging and spreading, 
is that it arises chiefly from the wheat-growing sections tributary 
to each market, and that it is done largely when the wheat is sold. 
Of course, if this be true for the Kansas City territory and for the 
Minneapolis territory it probably applies as well to the season- 
al increase in wheat futures for the United States as a whole. 
Data bearing upon this point are scanty, but those available lend 
support to this hypothesis. They show that, even before the 
movement of wheat began, nearly 30 per cent of the long side of 
the open contracts at Kansas City were held by traders in the 
Kansas City territory outside the terminal markets.” 

Aside from the long positions held by some outside mills, nearly 
all of the long contracts at Kansas City at the close of June 30, 
1931 (the only day for which such records are available), were 
held by traders in the neighboring states. At this time the open 
contracts at that market had increased to a level about 30 per 
cent above the previous low point, although the increase had not 
been as pronounced as it became a few weeks later. Receipts of 
wheat for that week were materially higher than they had been 
one or two weeks previous, but were not nearly as large as those 
of the next week and the following week. 

From this it may be inferred that although there had been some 
increase in the aggregates, whatever part may be attributed to 
the movement of grain in the Kansas City territory was still 
largely to come. It may be mentioned that less than 2 per cent of 
the long side of the open contracts was held in Oklahoma and in 
Texas combined, where the marketing of wheat was farther along 
than in Kansas, and that nearly all of this was in Oklahoma. This 
fact adds weight to the opinion that the public trading in wheat 
futures from Texas does not go to Kansas City. 

12 Data were obtained for Minneapolis at the same time, but the situation at that 
market was so abnormal that the figures are not presented. Although as a rule 
the holdings at Minneapolis are larger than those at Kansas City, the total at Min- 
neapolis early in June was reduced to a minimum of around 2,800,000 bushels, 
against 7,500,000 bushels at Kansas City. Indications are definitely that hedging 
contracts made up an unusually large proportion and speculative contracts an un- 
usually small proportion of the long side of the open contracts at Minneapolis on 
June 30, 1931. 
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Out of an aggregate of 9,229,000 bushels at the close of June 30, 
it was found that 35 per cent of the long side was held by grain 
companies; 31 per cent by mills; 6 per cent by farmers; 5 per cent 
by speculators who were members of the Kansas City Board of 
Trade; and the remaining 23 per cent by miscellaneous specula- 
tors who were located chiefly in Kansas and Missouri, with a few 
in Nebraska, Oklahoma, and Colorado. Very likely the percent- 
age for grain companies should be lowered somewhat, and that for 
farmers raised a little. There is reason to believe that in some 
instances the holdings of a country elevator may have included 
some trades for one or more customers, although it was not prac- 
ticable to go back of the names of the various companies on the 
books of the commission firms. A total of 916,000 bushels on the 
long side, or nearly 10 per cent of the aggregate at Kansas City, 
was credited to grain companies in Kansas, Nebraska (exclusive 
of Omaha), Oklahoma, and Missouri (outside of Kansas City and 
St. Louis), and it is believed that some part of this was actually 
held by farmers and other small speculators. Likewise it is prob- 
able that further investigation would have disclosed that a num- 
ber of the miscellaneous speculators were farmers. 

It is also significant that on this date the long holdings on the 
part of farmers in the two principal states tributary to Kansas 
City were larger than those of any other class of small speculators, 
amounting to about one-third of the long positions held by all 
small traders in those states, excluding the long holdings of grain 
companies, mills, and the members of the grain exchanges. How- 
ever, the proportion may have been changed in one way or the 
other when the open contracts at Kansas City reached their peak 
several weeks later. 

These data indicate that the long holdings of farmers may con- 
stitute a considerable part of the long side of the aggregate exclu- 
sive of that part held in the terminal markets, chiefly by mills and 
grain companies. It is quite possible, however, that the long hold- 
ings of farmers even immediately after harvest may be exceeded 
by the combined long positions of the various classes of traders in 
the towns of the wheat sections. This has been the opinion of 
several observers. 

Reverting to the hypothesis that much of the increase in the 
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long side of the open contracts comes from the wheat areas, the 
observation niay be made that it is favored by three factors in the 
situation. The first is that money is relatively more plentiful in 
the wheat-growing sections immediately after harvest than at any 
other time during the year; the second, that some farmers have 
adopted the practice of selling their wheat and buying wheat fu- 
tures instead of holding their wheat; and the third is the confusion 
in the minds of some between a seasonal advance in the price of 
cash wheat and an advance in futures. 

Certainly the greater availability of money in wheat areas im- 
mediately after harvest would tend to contribute to a wave of 
buying at that time. In those districts in which wheat is the chief 
cash crop it is not only the farmers who have more money then 
than at any other time during the year. Accounts which have 
been running for several months commonly are settled then. 
Doctors, lawyers, implement dealers, grocers—in fact, all of the 
business and professional men of the towns in those areas—share 
in the relative affluence when the wheat is sold and the money is 
received. Doubtless the temptation to make a trade in futures is 
much greater when a man has the cash to deposit as a margin than 
it is if the same man does not have the money on hand. Perhaps 
this is particularly true if the money is not needed at once for 
other purposes but has to be kept as a reserve for future expenses, 
say for buying machinery the next spring or for living expenses 
until the next crop is harvested. 

Concerning the second factor—the practice of selling the actual 
wheat and buying a future instead of holding part or all of the 
wheat—there is not much to be said except that it is known that 
this is done by a number of farmers."? No data are available on 
which to base a definite estimate of the extent to which this is 
done. Without entering into a discussion of the merits and defects 
of the practice, the observation may be made that it is easy for the 
farmer who sells 2,000 bushels of his crop to make a contract to 
buy futures for more than that amount, say 5,000 bushels, and 
thus to speculate upon a considerably larger scale than he would 
be likely to do with the actual wheat. 


*3 There are reports that this practice has been advocated by some country 
elevator operators. 
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Both of these factors doubtless assume increased importance 
because of a tendency, which is believed to be prevalent in the im- 
portant surplus-producing areas, to think that usually the price of 
wheat should be higher than it is. In part this may result from the 
erroneous opinion that futures prices are generally higher in the 
following spring than they are after harvest. The error here lies in 
confusing the prices of cash wheat with futures prices. On the 
average it is reasonable that the price of No. 2 Hard Winter 
Wheat should be higher in May than in the previous August be- 
cause of the costs of carrying the wheat forward from August to 
May, including the loss of weight in the wheat. This is not the 
same as thinking that the quotations for May wheat should dis- 
play a comparable advance from August to the following May be- 
cause the August quotations for May wheat contain an allowance 
for the costs of carrying the wheat forward until May. Neverthe- 
less this erroneous opinion has persisted, perhaps to a considerable 
degree, and doubtless it has increased the influx of buying after 
harvest. 

Other matters may also be involved as well as those discussed 
here so summarily, but it appears that the result is a belief com- 
monly held in those areas that the price of wheat nearly always 
should be higher than it is. Doubtless this attitude increases the 
number of those traders from the wheat-producing areas who 
enter the futures market on the buying side. Likewise, because of 
this background, the position of many of these traders differs from 
that of numerous other traders in futures or in securities who 
enter the market on the buying side simply because they do not 
understand the short side. 

Admittedly the discussion of these various factors which ap- 
pear to favor seasonal buying on the part of traders located in im- 
portant wheat-producing sections is based upon probability rather 
than upon fact. There are no data to show expressly what forces 
cause traders to enter the market on the buying side during the 
period of the seasonal increase in aggregates of wheat futures; 
but, in the absence of definite information, the conditions men- 
tioned may be considered as tending strongly to increase the buy- 
ing from the wheat-producing sections, particularly soon after har- 
vest, and they thus lend support to the hypothesis that a con- 
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siderable part of this seasonal buying is done by traders in those 
sections. 

All the indications of the data, however, are definitely opposed 
to the notion, which has been entertained in many quarters, that 
the large professional operators commonly take the other side of 
the hedges and furnish support to the price level at the time of the 
heaviest marketings of wheat. On the contrary, it is apparent that 
it is mainly the small traders from the country districts who sup- 
port the market at this time and who help to carry the commer- 
cial stocks of wheat forward from the time of harvest until they 
are required by consumers. A substantial proportion of this sup- 
port is furnished by farmers. 

In this connection it should be borne in mind that the support 
afforded to prices by farmers through the futures market is in 
addition to the substantial degree of influence which is exerted 
upon wheat prices by farmers through the proportion of the sur- 
plus which is not marketed immediately after harvest and through 
the rate at which the remaining surplus is released during the re- 
mainder of the crop year. Approximately half of the wheat mar- 
keted is still in farmers’ hands at the end of September on the 


average, according to the figures on monthly marketings compiled 
by the United States Department of Agriculture, and about 30 
per cent remains to be marketed after the visible supply of wheat 
begins to decrease. Obviously both the surplus which is withheld 
from market for a time and the rate at which it is marketed have a 
considerable bearing upon the extent of the services which market 
intermediaries render in the movement of the wheat to the con- 


sumer. 

Now it is apparent that farmers, perhaps largely those who sell 
their surplus at once, also furnish support to the level of wheat 
prices through the futures market during the period of heavy 
marketings. The question of how wisely this support is handled 
is outside the scope of the present paper; but it is evident that 
farmers have assumed a greater responsibility in this matter than 


has been generally recognized. 
H. S. Ikwin 
U.S. DEPARTMENT OF AGRICULTURE 
Gratin Futures ADMINISTRATION 
Curcaco, ILLINOIS 





THE CAPITAL ACCOUNT AND THE RATE OF 
RETURN IN PUBLIC UTILITY OPER- 
ATING COMPANIES 


I 

NDER the provisions of the Walsh Resolution of 1928 the 

Federal Trade Commission was directed to determine 

the actual investment of electric power and gas utility 
companies.’ As the investigation has proceeded it has become in- 
creasingly apparent that the aggregate fixed-asset accounts of 
public utility operating companies in the United States contain 
amounts in excess of the actual expenditure on the properties.’ 
The Federal Trade Commission’s findings on these matters, 
moreover, have been supplemented and confirmed by investiga- 
tions recently completed by several of the states. These amounts 
over and above actual investment are now familiarly termed 
“write-ups”; and it is these write-ups and their consequences 
which will occupy much of our attention in the present paper. In 
what follows an attempt will be made to show that various meth- 


ods have been employed to appreciate the book value of the capi- 
tal assets in operating companies; furthermore, that these infla- 
tions of the assets have been reflected in capitalization. 


* The Federal Trade Commission’s findings are in response to Senate Resolution 
83, Seventieth Congress, first session. Fifty-three volumes of hearings and exhibits 
have already been published under this resolution and more are yet to appear. Here- 
inafter these reports will be referred to briefly as Utility Corporations, although the 
full title is Senate Document 92, 70th Congress, 1st Session. 

2 It should be noted at the outset that the present paper is concerned almost sole- 
ly with public utility operating companies. That is to say, write-ups in the value of 
their investments by holding companies, of which there have been many, are not in- 
cluded in the present treatment. We are here concerned with the practice and re- 
sults of write-ups in operating companies, companies clearly under the jurisdiction 
of state public service commissions. 

3 The New York State report and hearings have been published as Commission 
on Revision of the Public Service Commissions Law (4 vols.; Albany, 1930). 

The Pennsylvania hearings are published as Appendix to the Legislative Journal, 
House of Representatives, Session 1931, 120th General Assembly: Proceedings of and 
the Testimony Taken before the Committee of the House Appointed under the Pro- 
visions of House Resolution No. ro. 


5° 





CAPITAL ACCOUNT AND RATE OF RETURN 51 


The latter portions of the paper are devoted to an analysis of the 
actual rate of return earned by a number of public utility oper- 
ating companies upon their actual investment. Except in a few 
isolated instances such information has not been available prior 
to the exhaustive investigations of the Federal Trade Commission. 


II 

It is safe to say that no one knows the exact total amount of 
write-ups in public utility operating companies in the United 
States. Gruening‘ has estimated $2,000,000,000, while Senator 
Norris’ cites the figure of $925,985,795 as the total amount un- 
covered by the Federal Trade Commission up to the summer of 
1932. The precise total figure, however, is of less importance than 
the generality of the practice and the consequences thereof. In 
what immediately follows, the endeavor is to show by the citation 
of specific instances how these write-ups have been achieved. We 
begin with an instance drawn from the American Gas and Elec- 
tric Company. 

Between 1922 and 1926 the American Gas and Electric Com- 
pany through security purchases acquired control of a number of 
power and light and traction companies doing business in Vir- 
ginia, West Virginia, and Kentucky at a total cost of $77,594,093. 
In 1926 it was decided to transfer the properties, assets, and lia- 
bilities of these companies to a new corporation styled the Appa- 
lachian Electric Power Company. The properties, however, were 
not transferred directly to the new corporation. To one L. Boyd 
Hatch, the American Gas and Electric Company transferred all 
its security holdings in these Virginia, West Virginia, and Ken- 
tucky companies under the terms of an agreement (dated March 
30, 1926). Hatch then entered into another agreement (dated 
April 10, 1926) whereby he undertook to transfer the assets and 
liabilities of these companies (upon which the securities he 
[Hatch] held were based) to the Appalachian Electric Power Com- 
pany in exchange for certain of its stocks and bonds. Finally, 


4 Ernest Gruening, “Power as a Campaign Issue,” Current History, XXXVI 


(1932), 46. 
5 Speech in the Senate, July 13, 1932; quoted by C. D. Thompson, Confessions of 
the Power Trust, p. 137. 





52 NORMAN S. BUCHANAN 


Hatch agreed to turn over to the American Gas and Electric 
Company all securities received by him from the Appalachian 
Electric Power Company. 

As already stated, the cost to the American Gas and Electric 
Company of the original securities was $77,594,093. But because 
some of the properties were not turned over to the Appalachian 
Company, but were sold to other companies, American Gas and 
Electric Company’s investment in the companies whose securities 
or assets were conveyed to Appalachian had a cost of only 
$62,690,900. Using Hatch as an intermediary as described above, 
the American Gas and Electric Company received Appalachian 
securities as follows: 

The proceeds from the sale of $35,000,000 in bonds 
5,000,000 shares of common stock 
220,316 shares of $7.00 preferred stock 


10,000 shares of $7.00 second preferred stock 
$5,000,000 in a 6 per cent note 


Valuing these securities according to the stated value on the 
books of the issuing company, the Appalachian Electric Power 
Company paid $112,129,503.52 in securities to the American Gas 
and Electric Company for assets which had cost the latter 
$62,690,900. Or, in other words, certain properties, which had 
cost it some $62,000,000, were consolidated into a new company 
with an increase in capitalization of just short of $50,000,000. 

To permit an increase in capital equities of this amount, it was 
also necessary, of course, to write up the assets of the Appalachian 
Electric Power Company above the amounts at which the same 
assets had been carried by the predecessor companies. On this 
point a Federal Trade Commission examiner testified as follows: 

On March 31, 1926, that is the day preceding the opening of the books of 
account of the Appalachian Electric Power Co., the predecessor companies, 
which were all controlled either directly or indirectly by the American Gas 
and Electric Co., carried the same plant and property at a total book value of 
$72,621,455.20. On April 1, 1926, this same plant and property was carried 
on the books of the Appalachian Electric Power Co., also controlled by the 
American Gas and Electric Co., in the amount of $130,039,648, or an in- 
crease overnight of $66,418,192.80.® 


6 Utility Corporations, XXII, 189. 
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Of course the Appalachian Company did pay Hatch, an inter- 
mediary with no interest in the transaction whatsoever, large 
sums in securities representing the cost of the property to it.’ 

While one might suppose that write-ups of this kind would be 
supported by an actual physical appraisal of the properties, this 
seems to be the case only infrequently. In most instances a resolu- 
tion of the board of directors has been deemed sufficient. One 
cannot escape the suspicion, moreover, that the desired capitali- 
zation of the new company has dictated the amount of the write- 
up in fixed assets. In other words, capitalization has tended to 
determine the value of the assets rather than the value of the 
assets the amount of the capitalization. This is well illustrated 
by the case of the Minnesota Power & Light Company, where 
there was a write-up of roughly twenty million dollars. The Fed- 
eral Trade Commission submitted the following question to the 
company * 

Question: How was the value of $37,620,748.94 determined? If through 
an appraisal of the property kindly furnish us with appraisal report. If 
other methods were used, kindly explain in detail. 

ANSWER: After a careful examination of the property, the determination 
of value was a question of business judgment as to its worth.? 


7 Concerning his part in the transaction, Hatch testified before the Federal Trade 
Commission as follows: “I did not pay much attention to any of this. As a matter 
of fact I might say that I did not even read the contracts. I had explicit confidence 
in Mr. Graham, and I was acting as an intermediary, and I did not pay any attention 
to the amount involved or the property or anything else. I was told there would be 
no liability on my part, and having confidence in him, I did just as I was told to do” 
(ibid., p. 342). 

8 Ibid., XXVI, 458. 


9 The meaning of the phrase “careful examination” is revealed by the following: 
In 1926 the Minnesota Power & Light Co. applied to the trustee under the bond in- 
denture for permission to issue $2,700,000 in bonds against the acquisition of the 
“Blanchard” hydroelectric development, which was stated in the application to have 
cost the company $3,794,685. Theodore Stebbins, an independent engineer, was 
employed by the trustee to examine the property and prepare an appraisal report. 
Stebbins so acted and stated in his engineer’s certificate that the fair value of the 
Blanchard project was $4,050,000. The Federal Trade Commission examiners have 
taken the following extracts from his certificate: 

“T have examined the above-described property additions, considered their loca- 
tion, character, extent, condition, and serviceability 

“T have examined the principal franchises owned and territory served, the indus- 
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But subsequently the Federal Trade Commission examiners re- 
ported that this write-up was not made on the basis of a valuation 
but in order to permit the issuance of $19,500,000 in common 
stock to the controlling holding company (American Power & 
Light Co.), to set up certain reserves, and to set up an account 
payable.”° 

Closely analogous to the foregoing has been the practice of 
companies in the Associated Gas and Electric Company group of 
writing up their assets from time to time to a figure intended to 
represent reproduction-cost-new. For example, the Johnstown 
Fuel Supply Company distributes natural gas in Johnstown, 
Pennsylvania, and suburbs. Two appraisals were made of the 
property, and, as a consequence, the book value of the assets was 
increased from $276,452.98 to $1,359,528.80." The Federal Trade 
Commission examiner commented on this action as follows: “The 
plant and equipment had been in use for a period of between 14 
and 18 years, and yet the net book value was considered in the 
Cheney appraisal as having a reproductive sound value of 
$1,359,528.80, approximately 500 per cent of the net book 
value.”* A similar procedure has been followed in other sub- 
sidiaries in the Associated group."* The specific amounts for cer- 
tain of the companies are shown in Table I. 


tries, the revenues and rates, and have weighed carefully with respect to the above- 

described property additions the character, conditions, serviceability of the different 

parts of the properties and their value and usefulness as a whole to the company. 
” 


For all of this service he presented a bill which showed that the services were 
rendered from November 11 to December 9, 1926, or eleven days. Concerning his 
bill the Commission examiners said: ‘‘According to the statement quoted above, 
one man appraised $4,279,500 of property, passed upon the principal franchises, 
studied the territories and industries served, examined the revenues of the company 
and rates charged (there were several hundred rate schedules in effect), weighed the 
essential facts relating to various phases of his assignment. These services were per- 
formed in 11 days for which compensation was paid at the rate of $30 a day” (ibid., 
P- 447). 

1° Thid., p. 466. 

™ Ibid., XLVI, 1476-80. % Ibid., p. 1480. 

*3 The Associated people have included the so-called “Brooklyn Borough Over- 
heads” in most appraisals of the fixed assets of their subsidiaries. In this case, 
Brooklyn Borough Gas Co. v. Prendergast et al., District Court, Eastern District, 
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Apart from arbitrary write-ups in fixed assets by resolution of 
the board of directors or appreciations resulting from appraisals, 
the capital-asset accounts have been inflated by other means. 
For example, in 1928 the Minneapolis General Electric Company 
charged bond discount amounting to $7,247,846.24 to “Property 
Rights and Franchises.’”*4 Just how selling bonds below par in- 
creases the value of plant and property is difficult to understand. 
By a similar procedure the Georgia Power Company capitalized a 
discount of $3,600,000." 

Another commonly used method in the past has been the cap- 
italization of supervision fees. As is well known, many holding 
companies have supervision contracts with their operating sub- 
sidiaries which provide for the rendering of certain services for 
specified fees. While these services are of several kinds, including 
engineering, construction, general supervision, etc., the general 
supervision fees from the standpoint of the operating company 
belong in the category of operating expenses." They have not al- 
ways been so treated, however. For example, between November 
I, 1923, and December 31, 1928, the Minnesota Power & Light 


New York, December 18, 1926 (16 Fed. [2d] 615), the court accepted as legitimate 


certain overhead charges as follows: 

Percentage of 
Direct Cost 

Engineering and superintendence 

Interest during construction 

Taxes during construction 

Law expenditures during construction 

Miscellaneous construction expense 

Organization 


Although previous appraisals for Associated had included substantial charges for 
overheads, when the Brooklyn Borough Gas case was decided (1926), the earlier 
appraisals were revised upward to conform with the overhead allowances per- 
mitted in the Brooklyn Borough case. 

14 Utility Corporations, XLIII, 723. This amount was made up of two items, 
viz., bonds given away without consideration, $1,497,000, and actual discount of 
$5,750,846.24 incurred on the sale of bonds to stockholders between 1912 and 1927. 

Ss Ibid., XXVII, 228. 

%© The question of supervision fees was examined in part by the present writer 
elsewhere (see N. S. Buchanan, “Certain Aspects of Utility Service Contracts,” 
Journal of Business of the University of Chicago, VII [April, 1934], 106-23). 





56 NORMAN S. BUCHANAN 


Company capitalized general supervision fees amounting to 
$249,504.39."7 Other examples of the same practice have been un- 
covered in the records of the Pacific Power & Light Company and 
the Northwestern Electric Company."* In the case of the North- 
ern States Power Company of Minnesota in 1927, 41.4 per cent of 
the general supervision fee paid to the Byllesby Engineering and 
Management Company was charged to construction and thus to 
fixed capital.'® 

One of the more interesting methods of increasing the capital- 
asset accounts is that of charging interest on undeveloped power 
sites. In the three years of 1927-29, the Georgia Power Company 
charged $604,695.74 to the value of undeveloped water sites while 
corresponding credits were made to income.”° Similarly, the 
Minnesota Power & Light Company between November 1, 1923, 
and December 31, 1928, charged undeveloped water sites and 
credited interest income in the amount of $822,791.70." Under 
any accepted canons of accounting, undeveloped water-power 
sites cannot be a source of income or current earnings available for 
dividends. 

Undoubtedly in isolated instances other methods than those 
described above have been employed to appreciate the fixed-asset 
accounts of operating companies. In at least one instance a siz- 


17 Utility Corporations, XXVI, 479. 

18 Thid., XXXV, 147, 156. 

19 Ibid., XLIII, 537. It should be noted that 95 per cent of all construction in this 
company in 1927 also paid a 7} per cent construction fee to Byllesby Engineering & 
Management Co. 

20 Tbid., XXVIII, 144. 

* The method employed by the Minnesota Power & Light Co. of capitalizing 
interest may be described more in detail as follows: At the time of its organization 
the company acquired certain lands and water rights which remained undeveloped 
for a considerable period. Each year the book value of these properties was in- 
creased by an amount equal to 7 per cent of the valuation placed on such lands by 
the company, purporting to represent interest on money invested by the company. 
The interest so charged to capital investment did not represent actual interest paid 
out by the company but only an assumed theoretical rate upon the company’s 
appraised value of the properties. The interest thus determined was added to the 
fixed-asset accounts and, at the same time, a corresponding credit was made to an 
interest-income account. The balance so built up in this interest-income account 
was reported as current earnings available for dividends. 
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able loss* was charged to fixed assets, while in another the value 
of stock given away was added.” 

One practice has not been included in the discussion of write- 
ups which many students, perhaps, would feel properly belongs. 
This is the rather common usage of charging the fixed-asset ac- 
counts with an amount to cover interest during construction or 
interest on idle investment. To illustrate, the Alabama Power 
Company has followed the practice of charging its fixed-capital 
accounts with an amount to cover interest on funds expended for 
construction purposes. The theory is, of course, that projects in 
the course of construction represent money tied up upon which no 
income is being earned, and hence the total real cost of the project 
would include such an interest allowance. These interest charges 
amount to considerable sums; in the Georgia Power Company the 
total capitalized interest charges aggregated $5,255,121.48 be- 
tween 1921 and 1929. While interest on funds actually expended 
is probably an allowable capital-asset charge, it would seem rea- 
sonable to insist that no more than this be actually allowed. In at 
least one case a company seems to have disregarded this distinc- 
tion and to have charged interest as the expenditures were made 
and not as they were paid.*4 Probably there have been other in- 
stances in which the interest charged to capital assets exceeds the 

22In 1915 the Idaho Power Co. was organized to take over the Electric Invest- 
ment Co. In addition to the fixed assets shown on the books of the Electric Invest- 
ment Co., Idaho Power Co. reimbursed the predecessor company for $169,276.94, 
representing losses. This amount was capitalized by the Idaho Power Co. (see 
Utility Corporations, XXXV, 231-32). 

23 Ibid., XLIX, 446-67. In this instance, an amount of about $5,000,000 by the 
Cincinnati Gas Transportation Co. 

*4 The Twin State Gas & Electric Co. (see ibid., XLIV, 526). 

In a decision disallowing the inclusion of this interest charge, the New Hampshire 
Public Service Commission commented as follows: “The reason for not allowing the 
sums claimed for interest on idle investment is likewise, because there is nothing in 
the case to show that it ever cost the company the amount claimed for this purpose. 
The company’s method . . . . is at the beginning of each month to add a month’s 
interest to the construction account of the preceding month, and carry this interest 
charge until the work is completed. This interest is reckoned on all additions and 
construction work done during the previous month whether paid for or not 


When a utility asks to be allowed to capitalize expenditures made, it is incumbent 
upon it to prove how much those expenditures are, and it is not enough to base the 
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interest cost actually incurred during construction. But these 
amounts have not been determined by the Federal Trade Com- 
mission and, consequently, are not included in any write-up fig- 
ures used above or in Table I below. 

The foregoing probably sufficiently describes the more common 
methods by which the fixed-asset accounts of public utility oper- 
ating companies have been written up. The preceding discussion, 
however, is intended to indicwte the general methods of procedure 
rather than the precise amount of write-up for particular com- 
panies. Table I shows the known write-ups in a number of the 
more important public utility operating companies in the United 
States. Although as many companies as possible are included, the 
picture is far from complete. At present writing it seems likely 
that complete data will not be available in the proximate future, 
if ever. In view of the foregoing discussion it is hoped that the 
table is self-explanatory. 

III 

The question has doubtless arisen in the mind of the reader as 
to the disposition of the offsetting credits when the fixed-asset 
accounts have been written up. As already noted, write-ups have 
usually occurred during consolidations or the organization of a 
new company. In such cases the added value in the fixed-asset 
accounts has usually been taken up on the credit side of the bal- 
ance sheet by the issuance of additional securities. This is well 
illustrated by the case of the Appalachian Electric Power Com- 
pany, already cited above in some detail. Other instances could 
be listed, but they would merely emphasize the same principles. 

For the subsidiaries of the Associated Gas & Electric Company, 
the write-ups in the fixed-asset accounts have been made on the 
basis of appraisals or important court decisions relating to the 
property of other companies. The common practice in this com- 


requested amount upon estimates where the same can be accurately determined by 
keeping proper records” (quoted in ibid.). 

The New York State Public Service Commission likewise refused to allow the 
Staten Island Edison Corporation to capitalize $447,038.44, purporting to be inter- 
est during construction, on the grounds that the records submitted were insufficient 
to substantiate the reality of the item (see ibid., XLVI, 404). 
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TABLE I 


SUMMARY OF WRITE-UPS IN OPERATING PUBLIC UTILITY COMPANIES 








Holding Co. 
Affiliate 


Name of Operating Co. 


Source* 


Amount of 
Write-Up 





a 4 Power & Light 


Amer. Gas & El. Co.. 


Assoc. Gas & El. Co... 


Columbia Gas & El. Co. 


a, Power & Light 


North American Co.. . 
Nat. Power & Light Co. 


Niagara Hudson Corp. 


Southeastern Power & 
Light Co. 


ar . U0 States Power 


Tex. Power & Light Co. 
Minn. Power & Light Co. 
Fla. Power & Light Ca. 
W. Colo. Power Co. 

Pac. Power & Light Co. 
Neb. Power Co. 

Kan. Gas & Ei. Co. 
Northwestern El. Co. 


Ohio Power Co. 

Ind. & Mich. El. Co. 
Scranton El. Co. 
Ken.-W.Va. Power Co. 
Atl. City El. Co. 

pe | El. Co. 
Appal. El. Power Co. 


N.Y. State El. & Gas Corp. 
N.Y. State El. & Gas Corp. 


Pa. Electric Ce. _sroup 
Erie Lighting 


a Hoi Genoty Co. 


ew England group 
Metro. Edison Co. 


United Fuel Gas Co. 
Cinc. Gas Trans. Co. 


Idaho Power Co. 

Ark. Power & Light Co. 
La. Power & Light Co. 
Miss. Power & Light Co. 
Utah Power & Light Co. 


Nat. El. Power Co. 

Twin State Gas & El. Co. 
Inland Power & Light Co. 
Tide Water Power Co. 


Miss. Power Co. 


Birmingham El. Co. 


Carolina Power & Light Co. 
Memphis Power & Light Co. 


Ark. Central Power 
Niagara Falls Power Co. 


Ala. Power Co. 
Miss. Power Co. 
S.C. Power Co. 
Gulf El. Co. 


Minneapolis General El. Co. 


XXIII, XXIV, 1096 

XXIII, XXIV, 1096 

XXIII, XXIV, 1096 

XLV, 1897, 1902 
XXXV » 145 


XX1iP Sooxy, 1096 
XXXV, 155-56 


XXII, r199 
XXII, 1100 
XXII, 1163, T1990 


XXII, 1190 


XLVI, togo-91 
XLVI, 1178 

XLVI, 1376 

XLVI, 1302-03 
XLVI. 1480 
XLVIII, sos 

NYT, Apr. 14, 1034 


XLIX, 272 
XLIX, 446 


SERV. 8 
XXII xiere 1287 


Sate XXIV, 1287 
XXIII, XXIV, 1287 
XLV, 1662 


XL, 354 
XLIV, 520 
XXXV, 168 
XLI, 434 


XXXIII, XXXIV, 1340-42 
XXV, - 
XXV, 
ey bat 
Vv, 684 


NYT, Feb. 16, 1934 
XXX, 226, 258 
XXVIL 285 


XLIII, 714-15 


$ 8,160,000 
20,251 ,682 
30,232,007 

1,621,254 
5,679,427 
7,067,362 
2,547,542 
5,000,000 


2,775,371 
5,958,475 
4,426,327 
3,300,000 
2,212,774 
gor, 518 
66,992,660 


1,017,355 
9,004,278 
15,974,390 
1,479,101 
1,083,076 
24,208,242 
18,630,000 


41,042,461 
5,575,081 


9,692,314 
6,970,601 
10,076,504 
10,714,544 
25,230,120 


22,499,037 
2,751,522 
1,696,590 
2,714,907 


21,909,500 


10,383,572 
22,048,400 
10,511,223 

1,603,326 


17,531,621 
6,392,241 
13,418,787 


1,792,726 
9,369, 


13,563,480 














$s05,110,428 





* Volume and page numbers of the Utility Corporations; NYT refers to the New York Times. 


t Estimated. 
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pany has been to credit capital surplus for an amount equal to 
the write-up. For example, in 1924 the Associated interests had 
the property of the Staten Island Edison Corporation appraised 
by one E. J. Cheney. Cheney’s appraisal showed the property to 
be worth $3,635,155.57 in excess of the then-recorded book value. 
As a consequence, the fixed capital was written up by that 
amount, and simultaneously offsetting credits were made to de- 
preciation reserve, $412,483.39, and to capital surplus, $3,222,- 
672.18.75 

The effect of crediting an interest-income account when unde- 
veloped water-power sites are charged with interest is of course to 
overstate earnings. Such appreciated values could be available 
for distribution as dividends when the property was actually sold 
and such appreciation realized, but scarcely before. Similarly, the 
effect of capitalizing supervision fees, bond discount and expense, 
and certain other items is to overstate net income by understating 


expense. 


IV 
Proponents of public utility holding companies have commonly 


claimed that write-ups and appreciations such as those just de- 
scribed are of no significance, since it lies within the power of the 
public service commissions to exclude all excess valuations in rate 
controversies.” In this connection it is enlightening to observe the 
information compiled in Table II which attempts to present the 
rate of return upon actual investment for a number of operating 
companies. With a few exceptions the companies included in Ta- 
ble I are also included in Table II. In addition, however, certain 
other companies are presented in Table II which are not to be 
found in Table I. These latter are interesting by way of compari- 
son, and also in themselves because of the high rates of return 

45 See ibid., p. 405. By a rather roundabout method capital surplus so created 
was used to pay dividends (ibid., pp. 282 ff.). 


* “Rates are based on property valuation and are wholly unaffected by so-called 
‘write-ups.’ Commissions can, and have, eliminated all such alleged values from the 
rate base” (W. L. Wilkie, president, Commonwealth & Southern Corporation, in the 
Rochester [N.Y.] Democrat and Chronicle, February 14, 1934). 
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shown. It is believed that Table II requires no explanatory com- 
ment. 

Considering the fact that we now have had state commission 
regulation of public utility operating companies for many years, 
such rates of return as those in Table II are perhaps surprising. 
In all probability no single or simple explanation can be given for 
them. It seems likely, however, that one of the most important 
causes has been the inadequate budgets of the commissions. Most 
state commissions have been unable to afford a thorough investi- 
gation of each operating company’s capita]-asset accounts and the 
charges thereto from time to time. Write-ups, moreover, usually 
occur during the consolidation of a number of formerly independ- 
ent and separate companies and properties. Here much study is 
usually necessary in order to discover what is actually taking 
place.?’ 

The write-ups in the capital-asset accounts, however, are but 
the preliminary step to the issuance of securities. The enlarged 
capitalization is usually such that the net earnings now available 
appear to yield only a moderate or even a deficient rate of return 
upon the book value and the capitalization. There seems little 
question but that the commissions have been influenced by this 
apparently moderate rate of return. In other words, when the 
dividends on existing capitalization are not excessive, the com- 
mission is likely to do nothing.** Agitation on the part of the pub- 
lic for lower rates, furthermore, is likely to be discouraged by the 
apparently low rate of return being earned by the operating 
company. 

While the foregoing perhaps explains why most commissions 
have been ineffective in preventing excessive rates of return, it 
must be admitted that in certain other cases, despite full knowl- 
edge of the known facts, the commission has done nothing. The 

27 This is well illustrated by the Federal Trade Commission’s reports. It is quite 
obvious from reading these reports that the commission’s examiners have frequently 


had to unravel a host of complicated transactions in order to disclose the manner 
and amount of the write-up. 


*8 This point is discussed in some detail by J. C. Bonbright and G. C. Means in 
The Holding Company (New York and London, 1933), pp. 163-67. 
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preliminary report of the Pennsylvania Committee investigating 
the Pennsylvania Public Service Commission has this to say: 


The Public Service Commission has not only failed to use the information 
in its possession in the matter of rates, it has failed and neglected to use its 
powers in protecting investors in public utility securities: (1) it has failed to 
make public the issuance of securities by holding companies, (2) it has with- 
out protest allowed certain utilities to “write-up” their fixed assets for the 
purpose of increasing security issues, (3) it has never certified any violations 
of the law to the Attorney General.?9 


The Pennsylvania Committee supported the foregoing con- 
clusions*®* by citing many instances of write-ups.** Furthermore, 
they introduced a table into the record showing the rate of return 
earned in 1929 by certain electric companies.* As the table shows, 
in almost every case the rate of return, on the basis of the com- 
panies’ own figures filed with the commission, exceeded the “fair” 
amount of 7 per cent. Undoubtedly, had the rates of return been 
calculated on the basis of actual investment, as was done by the 
Federal Trade Commission (Table IT), the figures, for some com- 
panies at least, would be considerably higher. The figures for the 
Pennsylvania companies are shown in Table III. 

One brief comment should perhaps be added. The rates of return 
in Table II are rates of return upon actual investment as calcu- 

29 Preliminary Report of the House Committee on Investigation of the Public 
Service Commission and Public Utilities Companies under Resolution No. 10 (Harris- 
burg, 1931), pp. 2-3. 

3° Later in the report the Pennsylvania Committee observes: “The Commission 
by allowing the merger of the Scranton-Spring Brook water properties in 1928, in- 
volving $29,000,000 additional and superimposed securities, practically invited the 
rate increase two months later to pay the additional return on the securities” (ibid., 
p. 6). 

3 The write-ups uncovered by the Pennsylvania Committee have not been in- 
cluded in Table I, because (1) many of the companies involved were small, and 
hence on an absolute basis the write-ups were small; (2) it was not felt that the 
figures there cited for write-ups were wholly comparable with those calculated with 
great care by the Federal Trade Commission. 

# The rate of return (average) for all gas companies in Pennsylvania was reported 
as 11.6 per cent with the write-ups excluded, and 10.4 per cent with the write-ups 
included, in capital (see Appendix to the Legislative Journal of Pennsylvania, 1931, 
129th General Assembly, in Response to House Resolution No. 10, p. 7126). These per- 
centage figures, I believe, are for the year 1929, although it is not clearly indicated 
in the record. 
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TABLE II 
RATES OF RETURN ON INVESTMENT 








Name of Co. 


Reference* 


Period 


Cost to 
Holder 


Issuing Co. 


Ledger 
Value on 
Books of 





Miss. Power Co 
S.C. Power Co. . 


Jersey ay Power & 
Light 


Municipal Service Co.. . 
Tide Water Power Co... 


Neb. Power Co 
Feptend Gas & Coke 


Birmingham El. Co... . 
Memphis Power & Light 
Dh datkndunniend 
Houston Lighting & 
Copetins Power & Light 
Knozviile Power & 


Light Co. 
Twin State Gas & El. Co. 


Ala. Power Co 
Ind. & Mich. El. Co... 


Ohio Power Co 


Niagara Falls Power Co. 


Gulf Power Co. 
Southwestern Power & 
Light Co.. ; 
Minn. Power & Light 


Co 
Utah Power & Light Co. 


Ill. Tract. Co 





XXVII, 241-42 


XXVII, 246-48 


XL, 462 


XL, 483 


XL, 477 


XLI, 834 

XXIII, XXIV, 929) 
XXV, 717 

XXV, 718 

XXV, 718 

XXV, 720 

XXV, 720 

XLIV, s39 
XXVII, 284 
XXII, rogo 


XXII, 1018 


NYT, Feb. 16, 1934 


XXVIII, 303 


XXIII, XXIV, 944 


XXIII, XXIV, 965 
XLV, 710 


XXXIX, 373 





1927 
1928 
1929 


1927 
1928 


{ 
Ee 


1927 
1928 
1929 


1925 
1926 
1927 


1926 
1927 
1928 


Aver., 1924-27 
1926 
1927 
1928 


1928 
(3938 
1928 


1928 


1928 
1928 


= 
1929 


Aver., 1922-28 


{1335 


1927 
1928 
1929 
1930 
1931 
1926 


=. 1926-29) 
Aver., 1926-27 


1927 
1925-30 


Aver., 1927-29 
1928 


$ 105,389/$13, 150,000) 


105 , 389) 
5,956,685 


5,659,000 
5,379,000 


042,227 
2,691 ,490 
5,206,976 
6,279,878 


10,517,453 
10,183,670 
9,779,313 

679, 200 


1,091 ,812 
2,856,000) 


1,048 ,862 


2,149,544 
2,335,708 


7,516,224 
2,003,940) 
7,466,440) 
23,594,860 


1,700,610 
797,202 


21,305,587 
27,390,587 


6,218,861 


6,249,171 
6,534,426 


2,925,154 
431,717 
0 cost 


19,472,959 
19,572,786 








13,150,000 
14,850,000 


$659,000) 
5,379,000 


8,121,121 
8,406,376 


44,224,122 
40,748,190 





Ow 
a 


wan adh BOD 


oO & 


wbho bbb 


$I 


12.6 


$6, 150,000f 


14.6 
14-5 





* Volume and page numbers of the Utility Corporations; NYT refers to the New York Times. 


t In dividends. 
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TABLE IIl—Continued 








Rate of 
Name of C Ref Period Cost to | Value on Per Cont 
fame of Co. eference ots Holder Books of | on Cost of 


Issuing Co. Invest. 





Mo. Power & Light Co.| XXXIX, 395 1928 $ 2,849,225/$ 2,900,905 14.9 
Kan. Pipe Line & Gas 
Co. XXXIX, 401 1928 629,135 629,135 28. 
McPherson Oil & Gas 
Devel. Co. XXXIX, 403 1928 161,490 161,490 53. 


cS) 


1928 30,227,463) 62,115,724 16 
1929 29,881,300] 61,769,560 18 
1930 32,034,963) 63,923,224 14. 


{is 1,699,228) 6,788,830 16 


1927 24,076,025] 55,964,285 10. 
United Fuel Gas Co....| XLIX, 388 


1929 1,529,819} 6,819,419 17 
1930 1,359,552] 6,850,000 19 


Cinc. Gas Trans. Co...| XLIX, 449, 452 


ao 00 BWOOm O 


Ark. Power & Light Co.| XLITI, 853 Aver., 1928-30] 4,323,157 33 
La. Power & Light Co..| XLIII, 853 Aver., 1928-30] 2,345,755 38 
Miss. Power Light 

Mihé Onksdeuceéeeeoalt ae Aver., 1928-30] 1,075,524]........... 1s 
Scranton El. Co XXII, 884 1928 7,764,040 40. 
Atl. City El. Co.......| XXII, 884 1928 eo ee ae st 
Ind. Gen. Service Co.. . XII, 88 1928 RM coscecsses 30. 
Appal. El. Power Co...| XXII, 884 1928 e > iagegeee 28 
Ind. & Mich. El. Co.. .| XXII, 884 1928 TS eee 30 
Wheeling El. Co. XXII, 834 1928 003,788 27 


Pac. Power & Light Co.| XXIII, XXIV, {1923 1,235,447). 
930, 1096 1928 1,235,447 


& CONSDOHS 


XXIII, XXIV, 929 1927 














a = Ya Power &| XXIII, XXIV, {1933 5,925,154 


ight Co 044, 1096 1928 ,860,154| 23,229,697)}.... 








lated by the Federal Trade Commission. It is well known, of 
course, that in rate cases the federal courts have leaned more to- 
ward reproduction cost than actual investment.*? Since reproduc- 
tion cost has been almost always higher than original cost, rates 
for service yielding a fair return upon investment on the former 
base would yield a fairly high return on the latter, and this fact 
must be allowed for in interpreting Table II. On the other hand, 
the rates of return for some companies in Tables II and III are 
probably in excess of what any court would allow as reasonable 
and fair, even with reproduction cost as the rate base. In other 

33 Leaders in the utility industry have of course leaned heavily on this legal sup- 
port. Mr. Floyd Carlisle stated before the New York Commission on Revision: 
“Since the Federal Courts have adopted rules for rate making, no one has considered 
the book values of the stock of operating companies as a measure of determining 


their rates, or as a measure of their values” (New York Commission on Revision 
of Public Service Commissions Law, Hearings, III, 1846). 
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TABLE III* 


EARNINGS OF ELECTRICS, 1929, ACCORDING TO THEIR 
REPORTS TO THE PENNSYLVANIA PUBLIC 
SERVICE COMMISSION 
Over-All Return 


Name of Co. Per Cent 
REPUBLIC SERVICE CORPORATION 


Abington El. Co 

Brockway Light, Heat and Power Co 

Mauch Chunk Heat, Power and El. Co 

Renovo Edison El. Light, Heat and Power Co.... 


ASSOCIATED GAS AND ELECTRIC COMPANY 
Bangor El. Co 
Clarion River Power Co 
Erie Lighting Co 
Fleetwood and Kutztown El. Light, Heat and Pow- 


Metro. Edison Co......... 
Pa. El. Co.... 
N. Pa. Power Co 
Solar El. Co 
Sullivan County El. Co 
MIDDLE WEST UTILITIES COMPANY 
Barnesboro-Spangler El. Co 
Bedford El. Light, Heat and Power Co. (3 mos.) . . 
Edison Light and Power Co 
Glen Rock El. Light and Power Co 
Keystone Public Service Co....... 
Pa. Central Light & Power Co 
Portage Light & Power Co 
Shippensburg Gas & El. Co. (3 mos.) ............. 


NIAGARA AND HUDSON POWER COMPANY 
Bradford El. Co 
PENNSYLVANIA SALT MANUFACTURING COMPANY 


Breckenridge Light & Power Co .99 
Natrona Light & Power Co .65 


PENNSYLVANIA LIGHT AND POWER COMPANY 
Carlisle Gas & Water Co .64 
Edison El. Co. of Lancaster .42 (19.6) 
Lancaster El. Light, Heat & Power Co -73 
Lehighton El. Light, Heat and Power Co , .21 (12.3) 
* Source: Appendix to the Legislative Journal, House of Representatives (Penn- 
P sreaag Session 1931, 129th General Assembly: Proceedings of and the Testimony 


before the Committee of the House Appointed under the Provisions of House 
Resolution No. 10, p. 6979. 
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TABLE IlI]—Continued 
Over-All Return 


Name of Co. Per Cent 
UNITED GAS IMPROVEMENT COMPANY 


Chester County Light & Power Co. 

Delta El. Power Co 

Delta Water Power Co 

Erie County El. Co.......... 

Luzerne County Gas & El 

Philadelphia El. Co. (including omen subur- 
ban counties all year). . 

S. Pa. Power 


Culver El. Co 
PENNSYLVANIA COAL AND COKE CORPORATION 
Cresson El. Co 
STANDARD GAS AND ELECTRIC COMPANY 
Duquesne Light Co 


COMMONWEALTH AND SOUTHERN COMPANY 
Harmony El. Co 
Pa. Power Co 
People’s Power Co 
Ellwood City Hydroelectric (minus) 
HERSHEY ESTATES 
Hershey El 
REETZ COAL COMPANY 

Rockingham Light, Heat & Power Co. (minus)... . 

ELECTRIC BOND AND SHARE COMPANY 
Pa. Power & Light 

AMERICAN GAS AND ELECTRIC COMPANY 
Scranton El. Co 


AMERICAN WATERWORKS AND ELECTRIC COMPANY 


S. Pa. Power Co 
W. Pa. Power Co 
BERWIND-WHITE COAL MANUFACTURING COMPANY 
Windber El. Corp 
Pa. Water & Power Co 
Citizens’ El. Co. of Lewisburg (independent) ..... . 
Palmerton Lighting Co. (independent) 
Wellesboro-El. Co. (independent) 
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words, in the writer’s opinion the high rates of return exhibited 
above cannot be explained wholly by differences in the rate base. 


V 


The conclusions to be drawn from this brief study are fairly 
obvious. Not only have the public utilities in this country 
staunchly argued for something other than original cost as the 
rate base, but many of them have actually written on their books 
those larger valuations which represent, they believe, the fair 
value of their assets. The appreciation of the capital assets above 
their original-cost amounts, moreover, has usually been accom- 
panied by an increase in capitalization. As has been indicated 
above, whatever financial benefits proceed from larger capitaliza- 
tion accrue to the controlling interests, usually a holding company. 

Concerning the rate of return, the data adduced above suggest 
that for many companies it has been very high on the basis of 
actual investment. But a sufficiently high capitalization has con- 
cealed these high earnings from consumers, and to some extent 
from the commissions; consequently agitations for reduced rates 
have been forestalled. 

As long as no cause operates to reduce the earnings of the un- 
derlying operating companies, it would appear that the only un- 
fortunate consequence of the foregoing is the somewhat higher 
rates for service charged to consumers. During the depression, 
however, sales of utility services have fallen off sharply, and as a 
result gross earnings too. As a consequence some heavily capi- 
talized operating companies have found it increasingly difficult to 
maintain interest and dividends on their outstanding securities. 
Thus, although the state commissions have at least tacitly ap- 
proved the large book values set up by the companies, they find it 
impossible or unwise to set rates which will yield the companies 
earnings sufficiently high to maintain interest and dividends on 
their existing capitalization. In some cases the situation has been 
frankly faced; the operating companies have cut dividends (and 
sometimes interest also) severely, or omitted them entirely. In 
certain other operating companies, however, drastic measures 
have been invoked to maintain the common-stock dividends, for 
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these, usually, are the main support of a holding-company super- 
structure. Maintenance and depreciation charges have been cut, 
while extensions and replacements have been curtailed—all in an 
effort to maintain dividends. Had the assets not been given such 
high book values and capitalized accordingly, however, it would 
seem that these operating companies could have given better 
service and avoided much of their present financial difficulty. 
Thus, as long as business depressions are likely to be a feature of 
our economic system, it is highly doubtful if write-ups are wise 
from the long-run viewpoint of the companies themselves. From 
the standpoint of the public interest they are surely to be con- 


demned at all times. 
NorMAN S. BUCHANAN 
COLGATE UNIVERSITY 





INDUSTRIAL UNIONISM 


UDGED by the extent of trade-union organization, the Ameri- 
can unions have been relatively ineffective. Their failure to 
organize the workers in the integrated, mass-production in- 
dustries is often explained by their failure to adapt them- 

selves to changing industrial and technological developments. 
Whenever this failure of structural and tactical adaptation 
was accepted as the prime explanation for the weakness of 
the American trade-union movement, there arose a demand for 
reorganization along “industrial” lines. With the turn of the 
century, the appropriate type of structural organization became a 
bone of contention within the labor movement. As the issue grew 
in importance, the unions introduced various compromise prac- 
tices, which, while they usually failed to stand critical strains, re- 
sisted the movement for industrial unionism. And, since the “re- 
turn to normalcy” of the Harding days, as the whole trade-union 
movement met with severe reverses, the idea of industrial union- 
ism disappeared as a major issue. Only the fringe radicals con- 
tinued to pay it homage. As soon asthe N.R.A. gave the unions a 
new impetus, the issue of industrial unionism once more strutted 
forth to the center of the arena. Some elements even gave it a 
new costume and named it “vertical unionism.” 

Historically various concepts of industrial unionism have been 
given currency. Similarly there has been heated divergence of 
opinion as to which type is most adaptable to American industrial 
and technological development. However, one of the foremost 
labor leaders has given us an empirical definition of industrial 
unions which admirably serves our purpose. When still secretary- 
treasurer of the United Mine Workers of America, President 
William Green, in an article in the American Labor Year Book for 
1917-18, pages 98-99, entitled, ““The Case for the Industrial Form 
of Labor Organization,” defined the idea as follows: 


An industrial form of organization is the organization of all men employed 
in an industry into one compact union. Craft unionism means the organiza- 
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tion of men employed in their respective crafts resulting in numerous organ- 
izations within a particular industry. 

In this article President Green also extolled the superiority of 
industrial unions in the following terms: 

Summing up the situation, some advantages resulting from an industrial 
forin of organization, are the reduction of opportunities or causes for juris- 
dictional disputes; the concentration of economic strength; the blending 
into harmonious cooperation of all men employed in industry and the ad- 
vancement and protection of the interests of the unskilled laborer in the 
same proportion as that of the skilled worker. 


UNION ACTION ON INDUSTRIAL LINES 


If we accept as a criterion of the organizational power of a 
union the extent to which it succeeds in securing recognition as 
the spokesman for the workers over whom it claims jurisdiction, 
it becomes possible to gauge the effectiveness of joint union action 
on industrial lines as against the separatist action on horizontal or 
craft lines. For even though there are only a few industrial unions, 
within recent years there has been increased action on industrial 
lines by labor organizations. Judging by this criterion, it is evi- 
dent that organized labor action on industrial lines has brought 
better results, especially since the inauguration of the N.R.A. 
For upon examination it is clear that the greatest organizational 
gains were made by industrial or semi-industrial unions, or unions 
that acted as a unit within certain industries. The militancy 
demonstrated by the United Mine Workers which, through spec- 
tacular organizing campaigns and strikes, resulted in the success- 
ful reorganization of its scattered and decrepit forces, is still fresh 
in the minds of those who read the newspapers. This union has 
even accomplished what was considered the impossible by bring- 
ing the most powerful and obdurate anti-union steel corporations 
to terms in establishing itself in the “captive” coal-mining re- 
gions. The agreement which was obtained in one of the sickest 
industries, providing for the seven-hour day, five-dollar minimum 
wage, the closed shop and check-off, is but another indication of 
the success of this industrial union. Likewise, the United Mine 
Workers of America is one of the few unions that has succeeded in 
securing representation on the code authority of its industry. 
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There are other industrial unions that have made extraor- 
dinary progress since the advent of the N.R.A., although their 
activities were less spectacular than those of the coal miners. The 
International Association of Oil-Field, Gas Well and Refinery 
Workers has been rapidly marching through the country signing 
up agreements with employers. Likewise, the International 
Union of United Brewery, Flour, Cereal and Soft Drink Workers 
has staged a miraculous comeback, aided, of course, by the legali- 
zation of beer and the repeal of the prohibition amendment. This 
latter union is really a multiple industrial union, operating within 
a number of industries. It has probably taken over too large a 
jurisdiction. At present it is wisely concentrating on its old love, 
the brewing industry. And it has succeeded in having its national 
agreement, in which it is recognized as the spokesman for the 
brewery workers, written into the brewing-industry code. 

A number of unions that might be described as semi-industrial 
unions have also successfully reorganized their forces and have 
firmly re-established themselves within their jurisdictions. 
Through aggressive and brilliant organizing campaigns and ably 
managed strikes they have forced the employers and code au- 
thorities to recognize them as the spokesmen for the workers. 
Union recognition is written into the codes of their respective in- 
dustries. Among these unions are the Hosiery, Men’s Clothing, 
Ladies’ Garment, Hat, Cap and Millinery, etc. They differ from 
the industrial unions proper in that they have jurisdiction only 
over the basic or more important occupations involved in the 
manufacture of the particular commodity. The old-line horizon- 
tal unions still retain jurisdiction over what might be termed the 
“auxiliary occupations.” Thus, the American Federation of 
Hosiery Workers includes all the workers directly engaged in 
manufacturing hosiery—that is, the basic occupations. But the 
auxiliary occupations in hosiery mills, such as engineers, firemen, 
teamsters, machinists, carpenters, electricians, still come under 
the jurisdiction of the horizontal unions, commonly referred to as 
“craft unions.”’ Notwithstanding this handicap, these semi-in- 
dustrial unions have made as much headway as full-fledged in- 
dustrial unions. Not infrequently they have taken matters into 
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their own hands by organizing the auxiliary workers also. This 
policy of the semi-industrial unions is a chief cause of jurisdic- 
tional disputes. 

Other industries in which unions have firmly established them- 
selves under the codes as the spokesmen of the workers are the 
building, printing, and theater. The press aired rather fully the 
tug of war that went on between the employers and the unions in 
the building and printing industries when the codes were being 
drafted. On the floor of the last American Federation of Labor 
Convention the union leaders of both these industries charged that 
they were encountering opposition to their efforts to safeguard 
properly the interests of the workers under the proposed codes. 
The leaders several times publicly threatened to call strikes unless 
their demands were taken into consideration in the preparation 
of the codes. Finally, when the codes were promulgated, the 
unions were found to have gained most of their points. At any 
rate, the union conditions that had been won through hard 
struggles were incorporated in the codes, which also provide for 
union recognition. In the theater industry, union conditions and 
union recognition were automatically made part of the code. The 
success of the unions in these industries is undoubtedly traceable 
largely to their strategy in acting as a unit within their respective 
industries. Although not covered by the N.R.A., the unions of 
railroad workers, functioning in a publicly regulated industry, 
have admirably demonstrated the efficacy of united action within 
an industry. For over a decade these unions have been conduct- 
ing their negotiations and other activities through the Railway 
Labor Executives Association, consisting of the twenty-one so- 
called standard railway labor organizations. 

Thus when the recent union situation is surveyed it becomes 
clear that where unions acted on industrial lines they succeeded in 
either establishing or strengthening their right to act as the spokes- 
men for the workers. In some instances the activity was carried 
on by industrial unions, in others by semi-industrial unions, and 
in still others by union coalitions. On the other hand, there are no 
instances where an old-line horizontal union acting alone secured 
similar concessions in any important industry. Indeed, it is 
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questionable whether under present commercial, industrial, and 
technological developments it would be possible for unions to 
function effectively except on an industrial basis. The principle 
of labor action on industrial lines has thus been empirically 
indicated, and its superiority conceded. Difference of opinion 
in the labor movement now centers in the question as to which 
form of labor organization will best serve the purpose—industrial 
unions or industrial coalitions of old-line horizontal unions. There 
is no longer any attempt ‘to defend separate action in important 
industries on the part of individual horizontal unions. Since the 
war the idea of industrial coalitions of horizontal unions has been 
tried out on a sufficiently large scale to make it possible to gauge 
the effectiveness of this type of union activity. 


THE CRUCIAL TEST 


In order to test the relative accomplishments of industrial 
unions as compared with industrial coalitions it is necessary to 
analyze further the American trade-union situation. Even a 
hasty review of the industries in which the unions have made the 
greatest progress reveals that they are the competitive and less 
integrated industries. In these competitive industries the em- 
ployers are not so powerfully intrenched, so that unions have a 
better chance. The unions have, therefore, been able to maintain 
at least small organizations during adverse periods. And when 
an opportune occasion arose they had nuclear organizations 
through which to take advantage of the situation and to regain 
the lost ground. These are also the industries in which labor 
cost is a disproportionate part of the total cost of production. In 
some of these industries machinery is still a relatively unim- 
portant factor, although becoming more important annually; 
such are building, mining, garment, etc. In other industries 
belonging to this category skilled labor is still necessary even to 
operate the machines, as in printing and hosiery making. 

The integrated industries, on the other hand, are characterized 
by enormously wealthy concerns, possessing huge resources and 
operating gigantic production units, on a chain basis, throughout 
the country. The old-line unions have failed to establish themselves 
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in these industries even under the favorable conditions presented 
since the advent of the N.R.A. Indeed, it should be said that, 
with rare exceptions, they did not even attempt to enter these 
industries. Probably they were deterred because they knew that 
separate action was futile, and that coalitions would be difficult 
to achieve. The history of industrial coalitions among unions 
shows that they are usually formed after the individual unions 
succeed in establishing themselves. In the absence of organiza- 
tions in the integrated, mass-production industries there could 
be no union industrial coalitions. This fact alone tends to indicate 
that the old-line horizontal unions are not equipped to organize 
the workers in the so-called “trustified industries.” In so far 
as union organization has been introduced into the integrated, 
mass-production industries, it has been brought about by new 
unions. These unions are popularly referred to as “federal labor 
unions,”’ and are directly affiliated with the American Federation 
of Labor. However, a goodly proportion are wholly unattached. 

Indeed, in the widespread labor-organization revival under the 
N.R.A., the most significant phenomenon is the virtually spon- 
taneous assertiveness of the workers in the integrated, mass- 
production industries. With slight encouragement and with in- 
experienced leaders, the workers in most of these industries took 
matters into their own hands and organized themselves into in- 
dustrial unions. It is highly probable that if even weak unions 
had existed in such industries before the advent of the N.R.A., as 
they did in most of the non-integrated industries, labor organiza- 
tion would have made as good headway in these industries as it 
did in the latter. As it is, the new unions had to start from scratch 
with the disadvantages attendant thereon. 

The crucial test of the American trade-union movement is 
whether it can establish itself in the integrated, mass-production 
industries. Unless it succeeds here, the future of unionism is dark. 
Ever since these industries have arrived at an integrated state 
they have managed to keep out unionism as a serious factor. In 
the immediate pre-war days, during the so-called “trust era,” 
unionism was practically wiped out in such integrated industries 
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as steel, meat-packing, electrical manufacturing, and ship-build- 
ing. And in those industries which developed since the turn of the 
century, such as automobile, radio, aluminum, and rubber, they 
never got so much as a foothold. Even the semi-industrial unions, 
claiming jurisdiction over workers in integrated, mass-production 
industries, have at best operated on the fringe of these industries. 
Thus the Amalgamated Meat Cutters and Butcher Workmen 
never got beyond organizing a few small, independent meat- 
packing firms. The bulk of their membership has been confined 
to the neighborhood butcher shops. Likewise, the Amalgamated 
Association of Iron, Steel and Tin Workers succeeded in securing 
agreements only from some of the small independents. 

During the war, because of government encouragement and 
intervention, the unions succeeded in re-establishing themselves 
in most of the integrated, mass-production industries. In order 
to hold the workers over whom they claimed jurisdiction and yet 
be able to operate as a unit in their relations with the powerfully 
integrated firms, and their associations, the old-line horizontal 
unions banded themselves together into industrial coalitions. 
Each union, however, retained full autonomy. This makeshift 
arrangement resulted in much misunderstanding and friction, 
which in turn weakened the industrial coalitions. Where they 
did not disintegrate they were easy prey for the anti-union em- 
ployers and their associations. Consequently, as soon as the 
government, with the cessation of hostilities, withdrew its pro- 
tection, and the employers launched their “open-shop” cam- 
paign, the unions in the mass-production industries were readily 
wiped out. These industries have remained free from union or- 
ganization until the inauguration of the N.R.A. The govern- 
ment approval of labor organizations, coupled with the slight 
impetus to business, encouraged the workers, and a mass demand 
for union organization burst forth. But the old-line horizontal 
unions were not prepared. And not having forgotten their pre- 
vious experiences in the integrated mass-production industries, 
they did not seem to be vitally concerned. They evidently felt 
that they were not organizationally equipped to cope with the 
tremendous task. Indirectly this failure to rise to the occasion 
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was at least a tacit admission that even industrial coalitions were 
inadequate for these industries. 

But the unsophisticated and inexperienced rank and file, im- 
bued with a new courage, and inspired by the action of the or- 
ganized workers in the non-integrated industries, took matters 
into their own hands. Simultaneously unions began to spring up 
in most of the integrated industries. Since the rank and file, be- 
cause of their experience with company unions and welfare work, 
and because of their past unfortunate experience with the old- 
line horizontal unions, thought in terms of the industries in which 
they were employed, they automatically organized themselves 
into industrial unions. In fact, they are definitely hostile to the 
old-line horizontal unions. Consequently, as they felt the need of 
experienced leadership, they turned either to other labor sources 
or to the American Federation of Labor directly. Only in rare 
instances did they seek the aid of the horizontal unions. In order 
to meet the emergency temporarily the Federation made room 
for the new unions by chartering them as “federal labor unions.” 
In a considerable number of instances the new unions, equally 
suspicious of the Federation, as the creature of the horizontal 
unions, elected to function as unattached industrial unions. A 
case in point is that of the Industrial Union of Marine and Ship- 
building Workers, of Camden, New Jersey. However, out of the 
sixteen hundred new unions formed since the advent of the N.R.A. 
over twelve hundred are functioning as federal labor unions. 
This would indicate that the new unions realize the need of ex- 
perienced leadership and the value of being affiliated with the 
American Federation of Labor. 


THE FEDERAL LABOR UNION TO THE RESCUE 


What type of labor organization is the federal labor union? 
Originally, when the American Federation of Labor was formed, 
this type of union was designed to serve primarily as a recruiting 
agency. Thus, at its 1901 convention the Federation declared: 

Federal labor unions are recruiting ground for the trade union movement, 
and a convenience for the workers in such localities or diverse callings where 
there is insufficient number of a particular trade or calling to form a trade 
union [pp. 11, 184]. 
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Later the new members were to be distributed to the different 
organizations having jurisdiction over them. 

Although the federal labor unions have played a comparatively 
unimportant réle in the history of the Federation, they have 
served twice as rallying centers for unorganized workers dur- 
ing periods of mass demand for union organization. During the 
war, when workers flocked into the unions, the Negroes, neglected 
by many of the existing unions and barred from others by their 
constitutional provisions, were permitted to organize themselves 
into federal labor unions. At present, where the old-line horizon- 
tal unions have failed to rise to the occasion, or where the workers 
have ignored them as inadequate, the federal labor union has once 
more come to the rescue. 

What is the future of these new and improvised industrial 
unions? It is certain that in the highly integrated industries these 
isolated, local industrial unions cannot permanently maintain 
themselves. Only powerful national industrial unions can cope 
with the difficult task. The Negro federal labor unions died a 
natural death. While they labored under the additional handicap 
that Negroes are usually discriminated against, their chief dis- 
advantage was that as isolated, local unions they were in no posi- 
tion to function effectively. Just as the Negro locals were pre- 
vented from uniting nationally, so the new unions in the inte- 
grated, mass-production industries are blocked in their attempts 
to organize on a nation-wide basis. Indeed, their very existence is 
threatened. Not only are they incurring the united opposition 
of the powerful employers’ associations, but they are harassed and 
threatened by the horizontal unions upon whose neglected paper 
jurisdiction they have encroached. These horizontal unions de- 
mand that the new federal labor unions should be eliminated and 
their members allocated to the different national unions. Thus, 
instead of one union there would be a dozen to two dozen or more 
in each important industry. In return, the horizontal unions are 
willing to make the concession of reintroducing the war practice of 
industrial coalitions for collective bargaining purposes. They 
seem entirely to ignore the fact that this arrangement proved 
woefully inadequate, particularly when, immediately after the 
war, the “open-shop” campaign was launched. 
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A cleavage is developing within the American Federation of 
Labor over the issue as to what disposition is to be made of these 
new unions.’ Some of the outstanding leaders, including John L. 
Lewis, president of the United Mine Workers of America, take 
the position that the federal labor unions in the integrated mass- 
production industries should be welded together into cohesive 
industrial unions. At the 1933 convention of the Federation this 
element declared that “‘....the organized workers are now 
challenged to deal with industry-wide problems for which the 
existing structure and methods of organization were not originally 
designed.” Debate and action on the issue were avoided by a 
motion to refer the subject for further consideration to a con- 
ference of the chief executives of the national and international 
unions. Convened in the latter part of January, 1934 the labor 
executives, after discussing the subject, approved as a temporary 
expedient the policy of the Federation in granting federal labor- 
union charters to the workers in the integrated, mass-produc- 
tion industries. They reserved their jurisdictional rights, how- 
ever, for future adjustment by declaring 
that the fullest possible latitude be exercised by the Executive Council in the 
granting of federal charters and that where or whenever a temporary infrac- 
tion of the rights of National or International Unions may be involved, that 
the Executive Council adjust such difficulties in the spirit of taking full 
advantage of the immediate situation and with the ultimate recognition of 
the rights of all concerned. 

While legalizing the accomplished fact, this decision left the 
future of the federal labor union in abeyance. Moreover, since 
the January meeting, President William Green, probably because 
of the pressure of the affected horizontal unions, issued on Febru- 
ary 14, 1934 a circular letter on behalf of the Executive Council, 
which tended to confuse the situation. Indeed, the instructions 
might be interpreted as orders to discontinue organizing workers 
in the integrated, mass-production industries into federal labor 
unions. One clause reads as follows: 

Organizers of the American Federation of Labor should not under any 
circumstances seek to persuade and influence workers who are eligible to 
membership in national or international unions to join federal labor unions. 

* See my article, “The New Labor Progressives,” in the New Republic (January 
24, 1934), in which are discussed other issues making for this cleavage. 
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Only those who are ineligible to membership in national and international 
unions chartered by the American Federation of Labor should be organized 
into federal labor unions. 

If these instructions were literally followed, then only an in- 
finitesimal number of workers, and mostly those of the least im- 
portant occupations, would be eligible to membership in federal 
labor unions. The bulk of the workers would have to be organized 
into horizontal unions. It is certain that this policy would mean 
the discontinuance of organizing workers in the integrated, mass- 
production industries, since as has been argued above, the hori- 
zontal unions are not prepared to organize their industries, and 
the workers are reluctant to join such unions. Perhaps the Execu- 
tive Council was cognizant of this fact and intended to cope with 
it by the following provision: 

Where some unusual condition arises and where an unusual organizing 
problem presents itself in connection with the establishment of either a local 
union or a federal labor union, I suggest that a conference be held between 
the organizers located in the community where such organizing problem 
arises, and that an understanding be reached regarding action which may be 
taken, or regarding any policy which may be pursued. 


It is highly improbable that this provision could solve the 


difficulty. The condition is not “unusual” but general. And the 
cumbersome procedure is bound to discourage organization, if not 
entirely to prevent it. 

The status of the federal labor unions was further jeopardized 
by events in the rubber industry where some of the most effective 
locals are functioning at present. Shortly following the issuance 
of the February circular letter, the Federation of Labor organizer 
in charge of the rubber workers’ federal labor unions attempted to 
dissolve the locals by distributing their members into new local 
unions on the basis of the jurisdictions of the old-line horizontal 
unions. He also announced plans for federating the craft locals 
into a district council of rubber workers. In other words, it was an 
attempt to institute the old makeshift of industrial coalitions. It 
is hardly conceivable that a Federation of Labor organizer would 
initiate such a policy on his own responsibility. At any rate, the 
storm of protest on the part of the new federal labor unions of 
rubber workers was so intense and determined that the attempt to 
dismember them was discontinued. 





80 DAVID J. SAPOSS 


This latter action, following upon the heels of the February 
circular letter, created a feeling of suspicion and hostility toward 
the Federation. A few federal labor unions have since surrendered 
their charters, and the unattached industrial unions became more 
averse to joining the Federation than they were before. In fact, 
some began to regard the Federation as an enemy, and there was 
desultory talk of forming a new federation based on the new in- 
dustrial unions. 


THE FUTURE OF INDUSTRIAL UNIONISM 


As the situation stands now, the status of the federal labor 
union is still uncertain, although action at the last convention of 
the Federation has tended to clarify the situation somewhat. And 
upon the outcome resis the future of the union movement, and 
particularly of the American Federation of Labor. It is clear that 
the horizontal unions cannot function effectively, especially in 
the integrated, mass-production industries, and that American 
unionism must remain a fringe movement unless these important 
industries are organized. 

While it is not possible to view the situation in an entirely 
optimistic light, there are signs which are hopeful from the stand- 
point of extending unionism by use of the industrial form. The 
decision of the labor executives to condone the action of the Fed- 
eration in organizing federal labor unions in the first instance, 
and the success of the new unions in preventing the dismember- 
ment of the federal labor unions of rubber workers, are victories for 
the incipient industrial unions in the first skirmishes with their 
powerfully intrenched rivals, the horizontal unions. Since then, 
they even gained an additional concession in that the federal labor 
unions in the aluminum, rubber, and automobile industries were 
permitted to form national councils. These successes presage a 
staunch resistance toward any attempt to emasculate them. 

There are other factors that favor the incipient industrial 
unions. In the past, industrial unionism was primarily the hobby 
of the radicals, and, within the American labor movement, in- 
dustrial unionism and radicalism were, for all intents and pur- 
poses, synonymous. Since the conservatives dominated the 
trade-union movement, the idea naturally labored under a dis- 
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advantage. However, as was revealed at the 1933 convention of the 
American Federation of Labor, some of the most influential con- 
servative labor leaders are now strenuously championing industrial 
unions—at least for the integrated, mass-production industries. 

The position of this group is succinctly given by the officers of 
the United Mine Workers of America in their Joint Report to the 
Thirty-third Constitutional Convention held in January 1933: 

It is to be hoped that this conference [of labor executives, held under 
American Federation of Labor auspices in January] will agree upon a form of 
plant or industry organization that will permit the employes of these in- 
dustries to become union members without being segregated into numerous 
international organizations which, in themselves, are unable to successfully 
function for the employes of a whole industry. It is not the desire of the 
United Mine Workers of America to interfere with the operation of suc- 
cessfully organized trade unions which have demonstrated their worth and 
real efficiency to their membership. On the other hand, it does seem reason- 
able that there should be room in the American Federation of Labor for the 
formation of industry organizations in the mass production industries, 
wherein the jurisdiction of the craft union would be yielded in the interest 
of a more comprehensive and all-embracing form of organization of which 
the United Mine Workers of America is an example. It seems obvious that in 
no other way can collective bargaining be established in certain of the basic 
industries. The failure of the employes in these industries to take advantage 
of the privileges of the National Industrial Recovery Act in itself demon- 
strates the necessity for the formation of new policies to deal with this prob- 
lem. The lack of comprehensive organization of the workers in the iron and 
steel industry has cost the United Mine Workers of America heavily, because 
the steel companies, free from pressure for collective bargaining in their steel 
plants, have had ample time and opportunity to belabor and resist the United 
Mine Workers of America in their captive mining operations. Without 
question, the problem of organizing the workers in America’s automobile, 
steel, rubber, lumber, electric and other industries is of paramount impor- 
tance to American labor. There is imperative necessity for the enunciation 
by the American Federation of Labor of a sound and practical policy that 
will meet the requirements of modern industrial conditions. 


The most promising condition favoring the new industrial un- 
ions is that the actual union situation in the integrated, mass-pro- 
duction industries is at present comparatively simple. When the 
horizontal unions had a large membership in these important 
industries, it was out of the question to think of introducing 
industrial unions. Immediately following the war the advocates 
of industrial unions proposed that the unions in such industries 
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as railroad and electric manufacturing should amalgamate. This 
would have meant the fusion of from a dozen to some thirty func- 
tioning unions, each with its history of achievements, traditions, 
important personnel, relatively full treasury, various benefit 
features, etc. Moreover, most of these unions were prosperous 
and had favorable prospects of continuing on the old basis. Under 
the circumstances it was perhaps natural that industrial coalition, 
difficult though it was, should have been considered the best 
solution. But in most integrated, mass-production industries the 
situation was more complicated. Amalgamation of the unions al- 
ready functioning would not have been sufficient. The impor- 
tant unions cut across most of these industries. Thus, machinists 
are a significant group in the automobile, electric manufacturing, 
shipbuilding, rubber, radio manufacturing, etc., industries. The 
same would apply to electricians, blacksmiths, sheet-metal 
workers, molders, pattern makers, painters, carpenters, etc. The 
horizontal unions claimed jurisdiction over workers in their call- 
ing, irrespective of industry. As long as the old-line unions had a 
large membership in the integrated, mass-production industries, 
amalgamation of these unions would not have been sufficient for 
introducing industrial unions. In order to establish industrial 
unions it would have been necessary first to dissect the horizontal 
unions into segments, and then to amalgamate these segments by 
industries. It would have been necessary, for example, to dissect 
the machinists’ union into as many segments as there are inte- 
grated, mass-production industries. It is rare that living organ- 
isms have possessed sufficient altruism to submit to operations 
so drastic as to change their identity completely. 

These difficulties have largely disappeared at present. In the 
integrated, mass-production industries, the old-line horizontal 
unions have lost most of their membership. At best they merely 
have paper jurisdictions in that the charters granted them by the 
American Federation of Labor stipulate that they alone can 
organize these workers. When it is intended to organize industrial 
unions, the horizontal unions are not asked to submit to dissection 
by surrendering most of their members. They are simply re- 
quested to waive their paper jurisdictions over areas which they 
have long neglected. On the other hand, new unions have sprung 
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up in these industries without the aid, or even in spite of the 
opposition, of the horizontal unions. The new unions are asking 
recognition of an accomplished fact, and freedom from inter- 
ference in working out their destinies. 

With the support of the progressive elements in the Federation 
they succeeded, at its last convention, in securing official recogni- 
tion that there is a “new and growing condition with which our 
American Labor Movement is confronted.’’ Consequently, 

The Executive Council is directed to issue charters for National or Inter- 
national Unions in the automotive, cement, aluminum and such other mass 
production and miscellaneous industries as in the judgment of the Executive 
Council may be necessary to meet the situation. 

This decision is an endorsement of industrial unionism for 
the integrated, mass-production industries. However, the craft 
unions have not yet capitulated because they will not acknowledge, 
as the convention debate reveals, that the issue between them 
and the incipient industrial unions now functioning in the in- 
tegrated, mass-production industries is one of squatter sovereign- 
ty versus paper-vested interests. The new unions are living 
realities cultivating the long-abandoned soil. Now that they have 
sown and seem to be ready to harvest, the old-line horizontal 
unions want to dismember them in order to reap the benefits, 
simply because they have paper jurisdiction. Beyond doubt 
the rank and file prefer the new unions and want them to become 
full-fledged industrial unions. Dismembering the new unions 
would only mean killing the goose that lays the golden eggs, 
since the horizontal unions could not hold the new members, as 
has been proved by past experience. At best the horizontal unions 
are a negative menace. By pressing their claims they can either 
make it difficult for the new unions to take full advantage of their 
opportunities or completely destroy these new unions. In a 
positive sense the horizontal unions can accomplish little or 
nothing. Do the horizontal unions by their action want the onus 
of preventing the formation of unions in the integrated, mass- 
production industries, and thereby prevent the full development 


of the trade-union movement? 
Davip J. SAPosS 
Tae TWENTIETH CENTURY Fun», INc. 
New York City 





THE TREND OF SAVINGS, 1900-1929 


N A recent volume published by The Brookings Institution the 
following conclusion is reached in respect to the trend of saving 
during the three decades from 1900 to 1929. 

From the analysis and data in the foregoing pages, it appears that the 
economic developments during the first three decades of the present century 
have not only increased the ease with which national savings may be made, 
but have in general speeded up the rate of savings. In the case of individuals 
the increase in national productivity has manifested itself, with certain inter- 
ruptions, in a dual tendency toward an increase in savings relative to con- 
sumptive expenditures: the rise in incomes in general has made it possible 
for the population as a whole to save a somewhat larger proportion of their 
income; while the fact that there has been a greater increase in incomes re- 
ceived by the upper than by the lower income classes has tended automatical- 
ly to increase the aggregate volume of savings. The tendency has been es- 
pecially marked during the last decade.* 


With this conclusion the writer expressed his disagreement, as fol- 
lows: 

The conclusion reached at the close of this chapter, in respect to the trend 
of savings over the three decades from 1900 to 1929, may be true, but it does 


not seem to me to be adequately supported by the data presented. Four con- 
siderations are involved in this opinion. (1) The increase in average per 
capita income, which is the only data? presented for the first decade, is of 
little significance, since the effect which such an increase would have upon 
saving depends upon how the additional income is distributed. (2) The in- 
crease between 1910 and 1918 in the number of families with incomes over 
$5,000, which is the only additional evidence cited for this period, is also of 
relatively little significance—since this may have been due to the raising of a 
considerable number of incomes from a little below to a little above $5,000, 
which would have only a slight effect upon the total volume of saving. (3) In- 
adequate analysis has been made, for the period from 1918 to 1929, as to 
the net effect upon aggregate savings of changes in the distribution of indi- 
vidual and family income and changes in corporate savings. (4) There seems 
to me a greater probability than is implied in the text that there was a gen- 


* Maurice Leven, Harold G. Moulton, and Clark Warburton, America’s Capacity 
to Consume (The Brookings Institution, 1934), p. 111. The chapter on the trend of 
savings, as noted in the Preface, was written by Moulton and Leven, with the former 
taking chief responsibility. 

2 So in original, but should have read “evidence.” 
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eral decline in the proportion of income saved by families at given income 
levels, especially in view of the migration of population from farms to urban 
regions and of the tendency for the independent business class to disappear 
and to be succeeded by a salaried middle class. Such a decline, together with 
the decline in the relative importance of corporate savings, may readily have 
offset (except for the last five years of the period, when capital gains were 
usually great) whatever tendency toward increased savings resulted from a 
growing inequality in the distribution of income. 


The purpose of the present article is to give in detail the evidence 
upon which this dissenting opinion is based. This evidence consists al- 
most entirely of data drawn from America’s Capacity to Consume. The 
few data not drawn from that volume are drawn from the same sources 
as those used in the volume. The analysis which follows does not, there- 
fore, make use of any data not available to the authors of the chapter 
on the trend of savings. Nor is it based upon assumptions as to the 
reliability or significance of data, which are not also involved in the 
treatment given the trend of saving in that volume. 


I. PREPARATION OF DATA 


The problem with which we are concerned is stated by Moulton and 
Leven as follows: 


Has the proportion of the aggregate income that is annually saved grown 
larger during the period of economic development since 1900, or have we 
tended to absorb increasingly larger proportions in consumptive expendi- 
tures? It is evident that the facts revealed by a study of the trend in this 
connection should throw much light on the fundamental problem with which 
our study as a whole is concerned. 

As in the preceding chapter, we shall be concerned with individual sav- 
ings, that is, the setting aside of funds for investment, rather than with actual 
additions to the capital supply from the national point of view. We shall, 
however, take account of the savings made by corporations in the form of 
surplus; for such funds, like those set aside by individuals, are diverted from 
consumption channels and rendered available for the creation of additional 
capital.s 


It is explained later in the chapter that for this purpose profits from 
the sale of capital assets are included in individual income, since the 
problem is that of the allocation of monetary income received in various 
years as between savings and consumptive expenditures.s 


3 America’s Capacity to Consume, pp. 111-12. 
4 Ibid., p. 100. 5 Ibid., p. 104. 
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1. Aggregate income of individuals including corporate surplus.—It 
seems self-evident that the first step in the analysis of this problem 
would be the preparation of estimates, year by year, of the aggregate 


TABLE I 


AGGREGATE INCOME OF INDIVIDUALS IN THE UNITED STATES, INCLUDING 
CAPITAL GAINS AND CORPORATE SURPLUS 
(Millions of Dollars) 








Aggregate 
Total Income of 
Income of Corporate | Individuals 
Individ- Savings§ Including 
ualst Corporate 
Savings | 


Realized Capital 
Income Gains 
of the Realized 
American by Indi- 
People* vidualst 





86,342 6,200 92,950 2,238 95,188 
83,680 7,776 91,859 2,388 94,247 
82,123 4,363 86,867 996 87,863 
81,006 3,591 84,970 2,223 87,193 
78,719 4,621 83,906 2,851 86,757 
74,214 1,960 76,510 1,463 77,973 
71,504 1,351 73,176 2,432 75,608 
63,329 1,302 64,916 1,676 66,592 
60,355 449 61,072 | —2,685 58,387 
70,283 1,099 71,697 1,397 73,004 
63,211 1,191 64,686 4,330 69,016 
58,106 329 58,693 1,986 60,679 
49,704 384 50,309 4,732 55,041 


41,054 |.---------] 429139 4,949 47,078 
36,018 ee 2,117 38,204 
34,531 rrr 585 35,268 
34,652 sseceecel 34,805 1,400 36, 205 
32,959 ; 33,104 1,246 34,350 
30,891 <1osenee Jee 690 31,717 
30,497 30,631 1,151 31,782 
28,754 ee 1,296 30,177 


18,600 18,682 500 19,182 




















* Appendix A, America’s Capacity to Consume, pp. 152-53. Figures are for total realized income, 
excluding imputed income from durable consumption goods other than homes. 

t Figure for 1929 from Leven in America’s Capacity to Consume, p. 163. Estimates for 1917-28 
derived from the figure for 1929 and the profits on sale of securities reported by individuals with incomes 
over $5,000 (Statistics of Income, various years). Capital gains were not separately reported prior to 
1917. 

$ Total of items in preceding columns, increased by 0.441 Pr cent. This adjustment is necessary to 
bring the estimates into conformity with Leven’s estimate of the total distributed among individuals 
(see America’s Capacity to Consume, p. 206). Capital gains are not included prior to 1917. 


§ America’s Capacity to Consume, p. 153. 
|| Capital gains not included prior to 1917. 


income of individuals, including capital gains and corporate surplus. 
Such estimates are not given in America’s Capacity to Consume, nor 
made use of in the analysis, though virtually all of the necessary data 
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are given, in the Appendix to the volume, for the year 1900 and for the 
years from 1909 to 1929, inclusive. The one item lacking is that of 
capital gains for years other than 1929. For this item estimates may 
be made, for the years from 1917 to the end of the period, on the basis 
of profits from the sale of assets as reported in Statistics of Income, 
since there is no doubt that the bulk of such profits were made by per- 
sons with incomes of more than $5,000.° 

In Table I estimates are given of the aggregate income of individu- 
als, including capital gains and corporate surplus, for the year 1900 
and the period 1909-29. 

2. Aggregate income of income classes.—The second step in the prob- 
lem under consideration is the preparation of estimates, for each year, 
of the total amount of income received by families and unattached in- 
dividuals in the various income classes. Such estimates, which were not 
prepared for America’s Capacity to Consume, may be derived from the 
figures given in that volume for 1929, on the assumption that year-to- 
year changes in the aggregate income of families and unattached in- 
dividuals in the various income classes are proportional to changes in 
the aggregate income of individuals in corresponding income classes, 
as reported in Statistics of Income. It may be objected that such an 
assumption is invalid, since there may be variations from time to time 
in the relation between individual and family frequency distributions 
of income. The writer does not believe that this difficulty would pro- 
duce serious errors in estimates of aggregate savings. At any rate, 
changes in the number of income tax returns in the various income 
groups are relied upon by Moulton and Leven as evidence of changes 
in the frequencies of these incomes among families. We are thus merely 
accepting the assumption used in their discussion of the trend of sav- 
ings. 

In Table II are given the ratios of the amount of income reported 
by individuals in the various income classes, each year, to the amount 
reported in 1929. The aggregate amounts of income received by fami- 
lies and unattached individuals in the various income classes, for the 

® Income tax returns are considered by Moulton and Leven as a reliable basis 
for estimates of changes in the incomes of persons above the $5,000 level. “There 
is good evidence to support the view that the increase in the proportion of income 
tax returns reflected a real increase in the number of such incomes. The degree of 
under-reporting and evasion does not seem to have changed materially during the 


period” (America’s Capacity to Consume, p. 103). The income tax data used, and to 
which this remark is applied, include capital gains. > 
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years from 1914 to 1929, as estimated on the basis of these ratios, are 
given in Tables III and IV.’ 


TABLE II 


RATIOS OF AMOUNT OF INCOME RECEIVED BY INDIVIDUALS IN VARIOUS 
INCOME GROUPS TO THE AMOUNT RECEIVED IN 1929, 
AS REPORTED ON INCOME TAX RETURNS* 








Income Class 1929 1928 1927 1926 1924 





5 ,000-$ .000 .956 . 869 .857 .667 
10,000- .000 .003 -931 .9O9 -709 

25 ,000- .000 .070 -944 ‘ - 730 
50, 000-— er .128 -933 .844 ‘ .648 
100,000- —ere ee .104 .825 .740 
150,000- Se .064 -724 .608 , -344 
300,000-— .000 .057 .686 -542 
500,000- 1,000,000 .000 .OOI .505 -475 ‘ - 237 
1,000,000 and over .000 O15 .496 .408 





1922 1921 1920 





5 ,000-$ ; .590 526 .685 
10, 000- .631 . 560 .486 .633 
25 ,000- : .556 .451 .601 
50,000- .489 | .354]| -.492 

100, 000- . 364 .338 .212 -345 
150,000- eee .240 -245 .134 .198 
300, 000- .198 . 186 .098 .142 
bow ae .142 .161 .064 -I19 
I ,000,000 and over .125 .117 O41 .064 





1917 1916 191s 1914 





5,000-$ .408 .231 .185 .196 
10,000- -419 .307 .229 .222 

25 ,000- -479 .378 .276 -234 
50,000- -514 -439 . 288 .217 
100, 000- .520 .404 . 287 -190 
150,000- .436 .465 .253 -147 
300,000- -334 -433 .228 .131 
500,000- 1,000,000 -320 .283 .213 .116 
1,000,000 and over .253 383 .223 .112 


























* Statistics of Income, 1929, PD. 32-33. Percentages for 1914 and 1915 computed from ratio of num- 
ber of returns in each class to number in 1916; that is, on the assumption that the average income of 
those in each class was the same in 1914 and in 1915 as in 1916. 


3. Aggregate savings of families and individuals, 1914-29.—To esti- 
mate changes in the aggregate savings of families and unattached in- 
dividuals from year to year we first assume that there were no changes 

7It should be noted that Moulton and Leven do not make use of data from in- 


come tax returns for the three years, 1914, 1915, and 1916. The comparability of 
these data with those for later years is discussed later in this article. 
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in the proportions of income saved by those in the various income 
classes. This assumption is desirable for two reasons: first, because 


TABLE III 
ESTIMATED AGGREGATE AMOUNTS OF INCOME RECEIVED BY FAMILIES 
IN THE VARIOUS INCOME CLASSES, 1917-29* 
(Millions of Dollars) 








Income Class 1929 1928 1927 1926 1925 





Under 44,716] 43,720] 45,319) 45,279] 45,529 
$  5,000- 10,820] 10,344! 9,403) 9,273) 8,364 
10,000- 6,831} 6,851) 6,360) 6,209) 6,018 
25 ,000- 3,344] 3,578) 3,157] 3,006) 3,127 
50,000- 2,652] 2,991] 2,474) 2,238 
100, 000- 1,136] 1,254 937 841 
150,000- 1,602 1,705} 1,160 974 
300,000—- 926 979 635 502 
1,440] 1,441 814 684 
1,000,000 and over 3,649} 3,330) 1,810) 1,489 





1923 1922 1921 1920 





Under $ 44,935| 38,886] 38,421) 43,187 
$ = 5,000- 6,405} 6,384) 5,601) 7,412 
10,000- 4,310} 3,825) 3,320) 4,324 
25,000- 2,077, 1,859} 1,508) 2,010 
50,000- 1,342) 1,207 939) 1,305 
100, 000- 414 384 241 392 
150,000- 384 392 215 317 
300, 000- 183 172 9! 131 
204 232 92 171 
1,000,000 and over 456 427 150 234 





1917 1916 1915 19r4 





Under 28,515] 24,034] 22,395] 22,328 
$ 5 ,000— wseees| 4,415] 2,499] 2,002] 2,221].... 
10,000- 2,862} 2,097) 1,564) 1,516)... 
25 ,000- 1,602) 1,264 923 782 
50,000- 1,363} 1,164 764 575|---- 
100, 000-— 591 527 326 216 
150,000- 698 745 405 ae 
300,000- 309 401 211 121 
461 552 307 167]... 
1,000,000 and over 923) 1,398 814 409 























* Figures for 1929 from America’s Capest 4 to Consume, p. 229, with income received by families in 
assi 


the interval from $100,000 to $500,000 (c ed in two groups) istributed among three groups on the 
basis of amounts reported in Statistics of Income. Figures for other years, except for the class “under 
$5,000,” are py by applying the ratios in Table II to the figures for 1929. Figures for the class 

“‘under $5,000” have been obtained by prorating to families and unattached individuals, on the basis 
of the figures for 1929, the difference between the egate income of individuals including capital 
_ — IT) and the amount of income received by families and unattached individuals in the classes 
above $5,000. 


more information is available in regard to changes in the distribution 
of income than in regard to changes in the proportion of income saved; 
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and second, because the conclusions reached by Moulton and Leven 
rest upon the effect of changes in the distribution of income. 


TABLE IV 


ESTIMATED AGGREGATE AMOUNTS OF INCOME RECEIVED BY 
UNATTACHED INDIVIDUALS IN THE VARIOUS 
INCOME CLASSES, 1917-29* 

(Millions of Dollars) 








Income Class 1928 1927 1926 





Under $ 10,140] 10,333] 10,298 
$ 5 ,000- 1,246] 1,132] 1,117 
10, 000- 1,237] 1,148) 1,121 

25 ,000- 8 725 640 610 
50,000- 608 503 455 
100,000- 251 187 168 
150,000- 342 232 195 
300, 000- 196 127 100 
288 163 137 
1,000,000 and over 615 333 274 





1922 1921 1920 





Under 8,643) 8,468) 9,624 
$ = 5,000- 769} 685} 893 
10,000- 690 599 780 
25,000-— § 377 306 407 
§0,000- 264 Ig! 
100, 000- 5 77 48 
150,000- 79 43 
300, 000-— 34 18 
500,000- 1,000,000 46 18 
1,000,000 and over 79 28 





1916 1915s 





Under $ 6,337| 5,583| 5,202 
$ 5 ,000- 532 301 241 
10,000- 5 517 379 282 

25 ,000- Daaeeta 325 257 187 
50,000- 277 237 155 
100,000- 5 118 105 65 
150,000- 3 140 149 81 
300, 000- 62 80 42 
500,000- 1,000,000 92 IIo 61 

I ,000,000 and over 170 257 150 























* Method of estimate same as for families. See footnote to Table III. 


The percentages of income estimated to have been saved in 1929 by 
families and unattached individuals in the various income classes are 
given in Table V. These percentages have been applied to the esti- 
mates of aggregate income in Tables III and IV. The estimated aggre- 
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gate annual savings of all families and individuals for the period 1914- 
29 are shown in Table VI. To these estimates corporate savings are 
added, and the totals are compared with the aggregate income of in- 
dividuals. This comparison provides the figures for the last column of 
Table VI, showing the percentage of the aggregate income that is 
saved. 

It will be noted that for the years 1914-28 the estimates of aggre- 
gate savings of families and unattached individuals, and of the total 


TABLE V 


ESTIMATES OF THE PERCENTAGE OF INCOME SAVED 
IN 1929 BY FAMILIES AND UNATTACHED INDI- 
VIDUALS IN THE VARIOUS INCOME CLASSES* 








PERCENTAGE OF 
Income SAVED 
Income CLass 





Unattached 
Families Individuals 





Under $ 5,000f...... “ 


n 


$ o-$ = eee 9. 
5,000- SS eaere 23. 
10,000- 36. 

25 ,000- . 39 
50,000- coves 43 
100, 000- 48 
150,000- 51 
300,000- 54. 
500,000- 1,000,000....... 58. 
1,000,000 and over......... 65. 


° 
6 
7 
9 
9 
4 
3 
7 
2 
7 


WHO WMAODOWE 











* Computed from the estimates of income and savings in 1929, 
America’s Capacity to Consume, pp. 260-61 and 26s. 


_  t Including incomes under zero, the amount of which was large 

in 1929. 
savings of the nation, are given in the form of a range. This is due to 
the difficulty arising from the presence of negative incomes in the class 
“under $5,000” in Tables III and IV. The amount of negative incomes 
was so large in 1929, due to the collapse of the stock market in that 
year, that the percentage of income saved by all families with incomes 
under $5,000 was considerably lower than the percentage for families 
with incomes from zero to $5,000. Since capital losses were probably 
much larger in 1929 than for any other year of this period, but since on 
the other hand there were undoubtedly some persons each year who 
had negative incomes, it is to be presumed that the savings of those in 
the class “under $5,000” fell each year somewhere between the two 
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estimates—approaching the larger figure in years when capital losses 
were slight, such as 1928, and approaching the smaller figure in years 
when they were relatively large, as in 1920. 

4. Aggregate savings of families and unattached individuals, 1910.— 
The evidence used by Moulton and Leven in respect to the trend of 
savings prior to 1918 consists of two parts: the increase in average real 


TABLE VI 


ESTIMATED AGGREGATE SAVINGS IN THE UNITED STATES, 1914-29 
(Billions of Dollars) 








Aggregate Percentage 
Savings of 
Corporate All Aggregate of Aggre- 


Families Savingst Savings Incomet gate Income 
and Indi- 
Saved 


viduals* 





21.0 
-4723. 
-7-19 
. 2-20. 
.6-20 
.2-17. 
-4-17. 
.2-17. 
.5-I0. 
. 2-16 
-4-27 
.47-17. 
.6-24. 


20.0 
.2-22. 
.6-17. 
.Q-17. 
. 2-18 
-9-13. 
.6-13. 
.I-II 
.4- 6. 
.47-12 
-4-14. 
.4-10. 
.4-13. 
.8-12. 
.o- 7 
.J~ §. 


17.8 
.8-19. 
.6-16 
.7-I§ 
.3-15. 
.47-12. 
.2-11 
4-10. 
.I- 8. 
.O-10. 
.O-10. 
.4- 8. 
.7~ 8. 
.& 7. 
.O- 5. 
a S. 


OKNPEP NRHN HD HH DH DD 
WHWO OU AMADOR 


.37-20. 
-3-15-9 


0 MMOD ABMIDOK HAND 
AHONVOWSUYUYVAUNOHKHOADH 
DO MACOS BWOUWHNYVO DUO 

‘7 
WWHOWOHRADO OHO WD 




















* Computed from estimates of the aggregate income received by the various income classes (Tables 
III and IV) and estimates of the percentage of income saved by those in each class (Table V). 


t America’s Capacity to Consume, p. 153. 
t Aggregate income of individuals, including capital gains and corporate surplus. See Table I. 


per capita income, and a comparison of King’s frequency distribution 
of income among families in 1910 with Leven’s distribution for 1929. 
In making the comparison of frequency distributions of income in 1910 
and 1929, they devote their attention exclusively to the proportion of 
recipients with incomes above $5,000, with allowance for changes in the 
general level of prices. Comparing an income of $8,000 in 1929 with 
that of $5,000 in 1910, a threefold increase in the proportion in the 
higher groups was found. It was further concluded that the change 
between 1910 and 1918 was about as great as that between 1918 and 
1929.8 


8 America’s Capacity to Consume, p. 105. 
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The writer, in his dissenting opinion, objected to the use of this com- 
parison as evidence of any substantial change in the proportion of ag- 
gregate income saved on the ground that the difference between the 
two distributions may have been due to the raising of a considerable 
number of incomes from slightly below to slightly above $5,000. For the 


TABLE VII 
ESTIMATED AGGREGATE SAVINGS IN 1910 








EstmmaTep AGGRE- 
PERCENTAGE OF GATE SAVINGS 
Income SAVED (MILLIONS 


AGGREGATE 
or Dottars) 


IncoME 
(MILLIONS 
or Dot- 
Lars)* 





At Income At Income 
At 1929 | Equiva- | At 1929 | Equiva- 
Ratest lent Rates lent 
Ratest Rates 





II. 
32 
38. 
42 
47 
50. 


1,713 2,112 
304 417 
472 496 
37° 394 
349 373 
123 128 

go 95 
22 23 
28 29 
323 329 


5 ,000- 
10,000- 
25 ,00o- 
50,000- 

100,000- 
150,000- 
300,000- 


A Om OW O AW Oo 
NON WwWSHOO~ OO 


OUMMNS ww wb 


1,000,000 and over 





Total savings of families§. . 3,804 | 4,396 
Corporate savings 1,151 1,151 





All savings... .. 4,955 | 5,547 
Percentage of aggregate income 
saved| 15.6 17.4 




















*W.I. King, The Wealth and Income of the People of the United States (Macmillan, 1922), pp. 224-25. 
Class intervals modified to conform to the classification in Statistics of Income. 

t Computed from estimates of income and savings in 1929, America’s Capacity to Consume, pp. 
2 I. 
t See text, p. 94. 
§ Including savings of unattached individuals. 
|| Aggregate income of individuals, including corporate savings, estimated at 31,782 million dollars 
in 1910 (see Table I). 


purpose of estimating aggregate savings in 1910, as compared with later 
years, it is necessary to take the entire distribution into consideration. 

King’s distribution of income among families in 1910, modified to 
conform to the income classes used in the preceding tables, is given in 
Table VII.° The estimated percentages of income saved in 1929 may 


* Modifications of class intervals were made by plotting cumulative curves and 
taking readings therefrom. 
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be applied to the aggregates in the various classes, thereby providing 
an estimate of the amount which all families would have saved in 1910, 
at the same percentages of money income as in 1929. No allowance for 
the savings of unattached individuals need be added to this figure, 
since King does not separate unattached individuals from families in 
the income classes above $1,400, and it was estimated that in 1929 the 
savings of unattached individuals with incomes below this amount were 


TABLE VIII 


RELATIVE GROWTH OF REAL INCOME 
PER CAPITA, 1900-1929* 
(1900= 100) 








Realized from | From Current 
All Sources Production Only 





148.6 137. 
144. 135 
138 134 
138. 134 
137. 133. 
135. 128. 
133 128. 
121 118. 
IIo. 103. 
112 IOI 
II4. III 
122. 108. 
124 113 
125 125 
118. 118 
114. 113. 
118. 118. 
116. 116. 
112. 113 
112. III 
110. 112. 


WKHUNITW COOH HM OANA DAROY 
CM CO OOW AT HI AN OhNOOR NO DY 


° 
° 


100. Ioo. 











* America’s Capacity to Consume, p. 150. 


approximately zero. Corporate savings must, of course, be taken into 
consideration. 

A second estimate of savings in 1910 may be made by assuming, 
with Moulton and Leven, that an income of $5,000 in 1910 was the 
equivalent of $8,000 in 1929: that is, that families with incomes under 
$5,000 in 1910 saved as high a percentage of their incomes as those with 
incomes under $8,000 in 1929, and similarly for the other income 
classes. As in the preceding case, no separate allowance need be made 
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for the savings of unattached individuals, but corporate savings must 
be included. These estimates are given in Table VII. 

5. Average per capita real income.—The remaining line of evidence 
cited by Moulton and Leven to indicate the trend of savings through- 


TABLE IX 


PROPORTION OF AGGREGATE INCOME DERIVED FROM PROPERTY 
(Millions of Dollars) 








Exciupinc Capita GAINS Inctupinc CaprTaL Gans 





Derived | Percent- Derived | Percent- 
Aggregate| from age from | Aggregate} from age from 
Income® | Propertyt| Property | Incomet | Property§) Property 





88,580 | 14,402 16.3 94,780 | 20,602 21. 
86,068 | 13,984 16. 93,844 | 21,760 23. 
83,119 | 12,115 14 87,482 | 16,478 18. 
83,229 | 13,075 15. 86,820 | 16,666 19 
81,570 | 13,103 16. 86,191 | 17,724 20. 
75,677 | 10,686 | 14. 77,637 | 12,646 
73,936 | 11,303 | 15. 75,287 | 12,654 
65,005 | 9,809] 15. 66,307 | 11,111 
57,670 | 5,261 9 58,119 | 5,710 
71,680 | 9,797 | 13. 72,779 | 10,806 
67,541 | 12,179 | 18. 68,732 | 13,370 
60,092 8,886 14 
54,436 | 11,583 | 21 


46,893 | 10,882 
38,135 | 7,350 
35,116 | 5,671 
36,052 6,561 
34,205 | 6,067 
31,581 | 5,351 
31,648 | 5,635 
30,050 | 5,373 


WOON H HW HH AW 
Code tn 00 00 G0 GoW Dw GOW 























* America’s Capacity to Consume, pp. 152-53. Includes all realized income, except imputed income 
on durable consumption goods other than homes, and also includes corporate surplus. 

t America’s Capacity to Consume, p. 157. Includes income of investors and other property holders 
and business savings. 

t America’s Capacity to Consume, pp. 152-53, and Table I, supra. The figures in this column differ 
slightly from the figures of aggregate income given in Table I, because of the adjustment in Table I to 
the total distributed among individuals in 1929. 

§ America’s Capacity to Consume, p. 157, and Table I, supra. Includes income of investors and other 
property holders, business savings and capital gains. 


out the three decades from 1900 to 1929 is the increase in average per 
capita income, allowance having been made for changes in the general 
level of prices. These figures, as computed by Leven, are given in 


Table VIII. 
6. Percentage of aggregate income received by owners of property.—It is 
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known that the higher incomes are derived chiefly from the ownership 
of property in the form of rent, royalties, dividends, interest, and capi- 
tal gains, while the smaller incomes are derived chiefly from the per- 
formance of personal services in the form of wages and salaries. Un- 
distributed corporate earnings, or corporate savings, are also a form of 
income from the ownership of property. Persons in the upper income 
classes save large proportions of their incomes, and undistributed cor- 
porate earnings are saved in full. Under these circumstances a fairly 
close relationship might be expected to exist between the percentage of 
the aggregate income which is derived from property, and the percent- 
age of that aggregate which is saved. In Table IX, accordingly, esti- 
mates are given of the percentages of aggregate income derived from 
property for the period 1909-29. Since capital gains are not available 
for a part of this period, the figures are given both including and exclud- 
ing this item.”° 

7. Changes in the proportion of income saved.—The foregoing esti- 
mates of aggregate savings for the years 1914-29, and one of the esti- 
mates for the year 1910, are based on the assumption that the per- 
centage of income saved by families and unattached individuals in 
given income classes has remained unchanged. What evidence may be 
cited as to the probability that this was the case? 

First, it may be observed that the surveys of family expenditures 
used as the basis of estimates of the amount of savings, for the income 
classes under $20,000, were made at various dates from 1918 to 1930. 
For this income range, therefore, the percentages of income saved in 
1929, as estimated in America’s Capacity to Consume, are as repre- 
sentative of this entire period as they are of 1929. 

Second, the replies to the questionnaire regarding income and sav- 
ings distributed by the Institute of Economics, used as the basis for the 
estimates of the amounts saved by the income classes above $20,000, 
indicated a high degree of stability in the relationship between income 
and savings. This inquiry covered an identical group of families for five 
years, 1928-32, during which there were marked changes in the incomes 
of many of the families, and a considerable fall in retail prices. Yet the 
percentages of income saved by the families included each year within 
the various income classes remained virtually unchanged. 

Third, prices of consumers’ goods and services were comparatively 
stable from 1921 to 1929 at a level approximately equal to the average 

© It may be noted that Moulton and Leven give no consideration to the bearing 


which changes in the percentage of aggregate income derived from property might 
have upon the percentage of income saved. 





THE TREND OF SAVINGS, 1900-1929 97 


for 1918 and 1919." This is a point of considerable importance, since 
Moulton and Leven select the two years 1918-19 for comparison with 
1929, and suggest that the intervening years are not comparable on 
account of distortions produced by price fluctuations.” 

Fourth, statistical evidence as to the percentage of income saved 
prior to 1918 is very scanty. Such evidence as exists, however, indi- 
cates that during the early part of the century families in the wage- 
earning and middle classes saved far larger percentages of their in- 
comes than did families with the same money incomes during the period 


TABLE X 


ESTIMATES OF AVERAGE SAVINGS BY FAMILIES 
IN VARIOUS INCOME CLASSES 








Income Class 


Wage-Earners 
Families, 
1890° 


Business and 
Professional 
Families, about 


Non-Farm 
Families, 
1929¢ 





—II } —148 


15 
99 
183 
283 
440 
1,022 792 














* Tabulated from data in the Annual Report of the United States Commissioner of 
Labor, 1890 and 1891. The sample used in these tabulations includes over 3,000 
families and is representative of various industries and various types of families. 

t Tabulated from data in Martha B. and Robert W. Bruere, Increasing Home Effi- 
ciency, Appendix. This sample is very small. 

t Computed from Table VI, Appendix B, America’s Capacity to Consume, p. 261. 


1918-29 (see Table X). The greater part of the change in the percent- 
age of income saved presumably occurred between 1915 and 1918, when 
changes in the cost of living were most pronounced. 

Fifth, attention should be given to changes in occupation, place of 
residence, and economic status of substantial proportions of the popu- 
lation. During the two decades from 1910 to 1930 the farm population 
declined from 35 to 25 per cent of the total population, and there is no 
doubt that a similar decline had also occurred during the first decade 
of the century. Farm families save much larger proportions of their 

™ King’s index of the prices of consumers’ goods, which is the best index available 
for the purpose in hand, placed on an annual basis, shows a range only from 160 to 


169 during the years 1921-28. The average for the two years 1918 and 1919 was 
164. News Bulletin of the National Bureau of Economic Research, September 10, 1928. 


™ America’s Capacity to Consume, p. 102. 
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incomes than non-farm families with the same incomes, and the trans- 
fer of 10 or 15 per cent of the population from farming into other oc- 
cupations is sufficiently large to affect the percentage of the aggregate 
income saved."} Surveys of family expenditures also indicate that fami- 
lies of independent business men save more than families of salaried 
persons in the same income classes, though the evidence as to this is 
less definite than in the case of farm and non-farm families. It may 
safely be assumed that during these decades there was a decline in the 
number of independent business and professional men, and an increase 
in the number of salaried persons, relative to the total population. The 
extent of these changes, however, is unknown. 

These considerations made it reasonable to assume that no sub- 
stantial error is introduced into the estimates of aggregate savings for 
the period 1918-29, on account of the assumption that there was no 
change in the proportion of income saved. Whatever error exists is 
such as to make the estimates for the more recent years too large rela- 
tive to those for the earlier years. The estimates for the years prior to 
1918, and especially the smaller of the two estimates for 1910, are un- 
doubtedly too low. 


II. CONCLUSIONS REGARDING THE TREND OF SAVINGS 


The foregoing part of this article has been devoted to the develop- 
ment of the data used by Moulton and Leven as evidence of the trend 
in the percentage of aggregate income saved from 1900 to 1929. We 
now turn to the question: What do these data, when presented in an 
appropriate form, show as to the trend of savings? 

In Chart I there are shown the estimates of the percentage of ag- 
gregate income saved (solid lines), and the estimates of the aggregate 
income derived from the ownership of property (dotted line). These 
lines are broken between 1916 and 1917 to indicate that the data prior 
to 1917 are not strictly comparable with those after that date. 

Taking the period 1917-29 four conclusions are significant. First, 
from 1921 to 1928 there was a sharp upward trend in the percentage of 
the aggregate income saved. Second, this had been preceded by a five- 
year period during which there had been a very sharp downward trend 
in the percentage of aggregate income saved. Third, for the period as 
a whole, there was no significant trend either upward or downward, 


3 The estimates for 1929 given in America’s Capacity to Consume (pp. 260-61) 
indicate that all farm families, with an average income slightly above $1,200, saved 
20 per cent of their incomes; while non-farm families with incomes from zero to 
$10,000, with an average income of more than $2,300, saved only 11 per cent. 
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though the figure for 1929 was lower than that for 1917. Fourth, the 
percentage of the aggregate income derived from property shows a very 
close relationship to the percentage of the aggregate income saved: it 
is in fact a close approximation each year to the latter figure. 

When we turn to the period 1909-16 it is necessary to keep in mind 
the differences in the data which prevent strict comparability. These 
differences are three: first, the omission of capital gains from the esti- 
mates of aggregate income; second, changes in the computation of “‘net 
income” on income tax returns; and third, the lifting of the price level 
during this period. 


CHART I 


PERCENTAGE OF AGGREGATE INCOME SAVED AND PERCENTAGE DERIVED 
FROM OWNERSHIP OF PROPERTY 


Percentage Percentage 
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The omission of capital gains has a dual effect. On the one hand, it 
makes the estimated income derived from the ownership of property 
somewhat too low for the period 1909-16, as compared with the period 
1917-29. On the other hand, it tends to exaggerate slightly, for the 
years 1914, 1915, and 1916, the estimated percentage of income saved. 
This is because capital gains are included in net income on income tax 
returns, and thus in the estimates of the amount of income received by 
those with incomes above $5,000, but are not included in the estimate 
of aggregate income. 

The changes in statutory “‘net income”’ relate chiefly to deductions 
on account of (a) contributions to charitable and scientific organiza- 
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tions, (b) losses sustained in transactions entered into for profit but not 
connected with business or trade, and (c) net losses in prior years. 
Changes in the methods of making these deductions undoubtedly af- 
fect to some extent the classification of tax payers by net income 
classes. It does not seem probable, however, that this effect would have 
been great, in view of the fact that the changes in the law do not all 
operate in the same direction and in view of the probability that capital 
gains and losses were not large during the years 1914-16. 

The opinion that the omission of capital gains and changes in the 
method of computing statutory “net income’ do not create serious 
errors in the estimates of the percentage of income saved for the years 
1914, 1915, and 1916 is supported by the fact that during those years, 
as in the 1917-29 period, the estimate of the percentage of income saved 
is quite close to the percentage of the aggregate income received from 
the ownership of property. 

The lifting of the price level during the 1909-17 period, particularly 
the rapid rise from 1914 to 1917, unquestionably makes the estimates 
of the percentage of income saved tend to be too small, as compared 
with the period after 1917. This is especially the case with the smaller 
of the two estimates for 1910. 

When these facts are taken into consideration, the following con- 
clusions are a reasonable interpretation of the data covering the two 
decades 1909-29. There were during these two decades marked cyclical 
fluctuations in the percentage of the aggregate income saved, but no 
evidence of any significant trend. On two occasions the percentage was 
unusually high: (1) in 1916-17, as a result of war-time profits and an 
extraordinary volume of corporate savings; and (2) in the period 1925- 
29, especially 1928 and 1929, as a result of extraordinary speculative 
profits. In contrast, the percentage of aggregate income saved was ex- 
tremely low in 1921, on account of the severe business depression. 

The opinion that the high percentage of income saved during the 
years 1925-29 was a result of the large capital gains of that period is 
supported by Chart II, where the percentage of the aggregate income 
derived from property is plotted both including and excluding capital 
gains. With capital gains excluded, this percentage was lower through- 
out the decade 1920-29 than during the pre-war years 1909-14. Since 
capital gains of the magnitude occurring during the years 1925-29 area 
special phenomenon, it is decidedly improper to cite the high percent- 
age of income saved during those years as evidence of a long-time trend. 

In respect to the first decade of the century, included by Moulton 
and Leven in the period during which they contend that there has been 
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an upward trend in the percentage of aggregate income saved, no sig- 
nificant evidence is available. The only evidence cited by Moulton and 
Leven in respect to this decade consists of the rise in the average per 
capita real income, amounting to 1o per cent from 1900 to 1909."4 Per 
capita real income, however, rose 35 per cent, equivalent to 16 per cent 
each decade, between 1909 and 1929, during which time, as we have 
seen, there is no evidence of an upward trend in the percentage of aggre- 
gate income saved. There has been some tendency for the percentage of 
aggregate income saved and the average per capita real income to in- 
crease and decrease together, since both are subject to the same cyclical 


CHART II 


PERCENTAGE OF AGGREGATE INCOME DERIVED FROM PROPERTY 
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influences, but the trend in the latter is not an indication of a trend in 
the former. 

In concluding this article it may be pointed out that the trend in the 
proportion of the aggregate income which is saved constitutes one of 
the most vital parts of the problem posed for analysis in the four vol- 
umes of which America’s Capacity to Consume is the second. Failure to 
make an adequate analysis of the data bearing on the rate of saving is 


therefore a very serious omission. 
CLARK WARBURTON 
WassIncTon, D.C. 


*4 Real income realized from all sources. Real income from current production 
only is estimated to have increased at a slightly higher rate (see Table VIII). 





UNEMPLOYMENT INSURANCE IN GERMANY: 
A REJOINDER 


R. DANIEL CREAMER, in his remarks" on my article on 
unemployment insurance (this journal, XLII [1934], 289- 
327), intimates that I have failed to draw the “proper” lesson 
from Germany’s experience with unemployment insurance. Mr. 
Creamer bases his comments mainly on a definition of unemployment 
insurance, which he suggests is “‘a fair interpretation’’ of my position. 
Two elements of this position were stated in my original article; a third 
one, that the unemployment insurance be financially self-sufficient, is 
added by Mr. Creamer “for the sake of consistency.’”’ I believe that 
such an “interpretation” of any author’s attitude should not be re- 
sorted to, particularly since in this case it departs from the position 
which the author has repeatedly stated. As a matter of fact, I tried to 
show that, in my judgment, no such self-sufficiency can be required for 
unemployment insurance at certain times. Mr. Creamer quotes several 
passages from my article that prove my position. I was particularly 
anxious to point out that unemployment insurance cannot be adjusted 
to the technical structure of private insurance schemes (p. 299), that 
unemployment is not some clear-cut phenomenon subject to insurance 
laws (p. 299), that the essence and philosophy of social insurance are 
entirely different from those of private insurance (p. 299), and that 
unemployment is a mass phenomenon for which organized society, as 
an embodiment of the present economic system, bears the burden of 
responsibility (p. 292). Moreover, at various instances I clearly inti- 
mated that the German experience should not be taken to indicate 
“that unemployment insurance under the most auspicious conditions is 
only a fair-weather arrangement” (Mr. Creamer, p. 790). 

Why government unemployment assistance should primarily be 
based on an insurance system is, I believe, clearly stated in my original 
article. The limitations of such an insurance scheme, particularly in 
difficult times, are well known and by no means ignored by those who 
favor such a system. But one should not discredit an institution of 
which, I think, all industrial countries are in urgent need, by requesting 

* Daniel Creamer, “Unemployment Insurance in Germany: Further Consid- 
ered,” Journal of Political Economy, XLII (1934), 788-94. 
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that it render services which it would not be fair to expect from it and 
which would not be consistent with its very essence. Later disappoint- 
ments can be avoided only if the implications and limitations of such a 
system are made sufficiently clear from the beginning. 

Mr. Creamer refers to a forthcoming book by Dr. Fowler and him- 
self on “Unemployment Insurance and the State.” His positive sug- 
gestion for unemployment assistance is so briefly sketched that I 
should prefer to await this book before commenting on his proposal 


and on some of his remarks. 
Otto NATHAN 


PRINCETON UNIVERSITY 





BOOK REVIEWS 


The Sales Tax in the American States. By RoBERT Murray Hate, 
Cart SHoup, and Starr Associates. New York: Columbia Uni- 
versity Press, 1934. Pp. xxv+833. $4.50. ; 

An outstanding fiscal development of the past two years has been 
the wide extension of general sales taxation as a source of state revenue. 
Professional students of taxation have viewed this development with 
alarm. Legislators in states not possessing sales taxes have been grow- 
ing steadily more curious as to the operation of sales taxes in other 
states and their local potentialities in solving pressing revenue prob- 
lems. The public has likewise demanded information. This volumi- 
nous and highly informative work represents a timely attempt to 
meet such demands. 

Financed by a grant from the Rockefeller Foundation, Professors 
Haig, Shoup, and associates set out to “outline the growth of the sales 
tax movement and to describe some of its results.” Carefully docu- 
mented study has been extensively supplemented by personal inter- 
views with taxpayers and state officials, and by direct collection of infor- 
mation through questionnaires directed to businesses affected by sales 
taxes. The resulting report is divided into four parts, with appendixes. 
Part I comprises a summary of findings; Part II summarizes the de- 
velopment of the fiscal situation and of the sales tax as a political issue 
in selected states; Part III contains “reactions of taxpayers”’ to sales 
taxes, derived from questionnaires circulated in selected areas in the 
states of New York, Illinois, and Michigan; Part IV is concerned with 
legal issues in state sales taxation. There are appendixes dealing with 
the methods used in the study, details of fiscal developments since 1929 
in different sales-taxing states, and other minor topics. 

Students of government finance will not fail to appreciate the au- 
thors’ accomplishment in bringing together between the covers of one 
book a wealth of information pertaining to a hitherto little-studied 
subject. They will undoubtedly overlook traces of hasty preparation 
that are occasionally in evidence. Readers with a legal interest in the 
subject will peruse Part IV with especial pleasure. In the reviewer’s 
opinion, this phase of the subject is most ably dealt with, and reflects 
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excellent organization. Those interested in the sales tax from the point 
of view of prospective legislation will read Part III with interest, pre- 
senting as it does the business man’s outlook on sales and other taxes. 
Sales-tax administrators probably will be disappointed at the meager 
treatment of comparative systems and costs of administration, legal 
devices for enforcing sales-tax laws, and related subjects. This latter 
deficiency should not be charged up exclusively against the authors. It 
is chiefly attributable to the fact that the study was made at a period 
when the majority of sales-taxing states were in the throes of perfect- 
ing their administrative systems and had accumulated little experience. 

Its timeliness lends the book great value, but is also the source of its 
greatest shortcoming from a long-run standpoint—it is premature. 
The major part of the field work and compilation of statistics for the 
study was completed during the Autumn of 1933. As the sales-tax 
statutes which comprise the bulk of the state laws subjected to study 
did not go into effect until July 1, 1933, or later, and in all instances 
tax returns were not due under these laws for one or more months 
after they became effective, it is readily seen that scanty operating data 
were available. Hence, the authors have been forced frequently to re- 
sort to the unsatisfactory expedient of prediction, and conclusions have 
often been drawn from what impresses the reader as unsubstantial evi- 
dence. Judgment on many phases of the state sales-tax movement 
must at this time be suspended. It is, indeed, not improbable that the 
movement is yet in its infancy. The present study can therefore pre- 
tend to be little more than a valuable and informative introduction to 
the subject of state sales taxation, and is nowise a history of the state 
sales-tax movement. 

Students of economic theory will be justifiably dubious as to the 
propriety of defining “shifting” of a sales tax as “either increasing the 
selling price of an article because of the tax, or making a separate 
charge to the vendee for the same reason” (p. 359). While the authors 
do specifically recognize that merchants may readily believe themselves 
to be shifting the tax (in the economic sense) and actually fail entirely 
to do so, they frequently regard the answers of merchants who have 
been asked whether or not they have “shifted the tax,” as equivalent 
to a solution to this question. In view of the multitude of price-de- 
termining factors, concerning the operation of most of which merchants 
are ignorant, it cannot be expected that merchants will really know 
whether or not, or to what extent, they have shifted a sales tax. A 
valuable product of the authors’ labor, however, has been interesting 
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information relating to the friction against shifting during a period of 
business depression. 

While too much emphasis should not, perhaps, be laid upon criticism 
of method, in a field where techniques of research are so inadequately 
developed, there appear to be serious limitations to the scientific use- 
fulness of asking taxpayers questions about the nature and operation 
of a tax. Considerable reliance on such methods of research casts doubt 
on many of the authors’ conclusions. An example makes this clear. It 
was found that 758 out of 1,026 manufacturers and wholesalers in 
Illinois, or approximately 74 per cent of the sample, reported them- 
selves as being wholly free from tax under the Illinois sales-tax law. 
From this finding the authors permit the reader to infer that the bulk 
of manufacturers and wholesalers are not affected by the tax. The 
actual experience of the Illinois Department of Finance, which ad- 
ministers the tax, has been that the preponderant bulk of manufac- 
turers and wholesalers engage in taxable transactions and do incur 
liability for the tax. The obvious explanation is that misunderstand- 
ing was formerly prevalent among manufacturers and wholesalers as to 
the true application of the law. 

The study must be appraised as a stimulating adventure into a new 
and yet half-formed phase of state finance, and it is to be recommended 
as a needed and worth-while product that will deservedly enjoy wide 


circulation. 
NEIL H. Jacosy 


Springfield, Illinois 


Foreign Investments in China. By C. F. REMER. New York: Mac- 
millan Co., 1933. Pp. xxi+708. $5.00. 

This admirable work will take its place as a standard reference on 
the international economic relations of China. It brings together under 
one cover and presents with remarkable clarity and precision all the 
objective facts that one could reasonably demand about the amounts, 
geographical distribution, employment, chief political features, and 
other main characteristics of all foreign investments in China, and—as 
though this were not achievement enough—it presents a thoroughgoing 
analysis of the Chinese balance of trade. One notes, furthermore, that 
this examination of the investment and trade situation is made for 
three different epochs (1902, 1914, and 1931, with the greatest detail 
available, of course, for the latter date), that a great flood of light is 
thrown upon the history of foreign investment in China during still 
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earlier periods, that in addition to the cross-sectional analysis a sepa- 
rate study of the development of each creditor country’s investment 
interests in China is presented, and that the book contains illuminating 
discussions of China’s population and resources, social and economic 
traditions, and trade relations with the outside world, as well as the 
elaborate estimates of foreign investment which constitute its main 
business. All this information was assembled, if one may judge by 
internal evidence, with the most painstaking care, and the author has 
apparently put the same downright hard work into its presentation 
as into its collection. For this latter fact readers will be duly grateful. 
Mr. Remer is indeed to be congratulated on the consummate skill with 
which he has set forth, first, the general totals and the salient facts 
about foreign investments in China, and then has broken them down 
in table after table and chart after chart, so that every angle of the 
subject is patiently, unconfusedly, and ingeniously explored. Further- 
more, an excellent Index and a valuable Bibliography are provided. 

The total foreign investment in China, as of 1931, is put at about 
United States $3,300 million. Of this total, 37 per cent was British, 35 
per cent Japanese, 8 per cent Russian, 6 per cent (about $200 million) 
American, just under 6 per cent French, just under 3 per cent each 
German and Belgian, with small amounts of Dutch, Italian, Scandina- 
vian, and other holdings. The total foreign investment in China in 
1902 was about United States $788 million. The amount of investment 
doubled between the year of the Boxer Uprising and the World War, 
and doubled once more between the beginning of the war and the begin- 
ning of the Japanese occupation of Manchuria in September, 1931. 
Over the period of thirty years the outstanding facts with regard to the 
creditor countries are the continuance of Great Britain in first place, 
the remarkable rise of Japan (from nothing in 1902 to 13.6 per cent of 
the foreign investments in 1914 to 35 per cent in 1931), the decline in 
relative importance of Russian investments (from 31 per cent of the 
total in 1902 to 8 per cent in 1931), the increase in American invest- 
ments, and the decline of German. British investments in China are 
only about 6 per cent of total British investments abroad; American are 
only 1.3 per cent of total American investments abroad; and French 
and German 4.8 and 4.3, respectively. In short, China accounts for 
but a small fraction of the foreign investments of the capital exporting 
countries of the Western world, but almost all Japanese foreign invest- 
ments (an estimated 82 per cent) are in China. Fourteen per cent of 
all foreign investments within China were in Shanghai in 1902, and 18 
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per cent in 1914, but in 1931 over a third of the foreign investments 
were concentrated there. Manchuria has accounted for about 27 per 
cent of all foreign investments throughout the period. Shanghai and 
Manchuria together account for 60 per cent, and this goes far to ex- 
plain the increasing importance in recent years of these two areas in 
China’s international! relations. 

Mr. Remer rightly stresses over and over again that what he calls 
“business investments” (as distinguished from obligations of the 
Chinese government) constitute by far the larger part of all foreign 
investments in China. 

Direct business investments are and always have been of overwhelming 
importance in China. China is probably the world’s outstanding example of 
the preponderance of such investments Business investments form 
nearly 80 per cent of the total foreign investment in China and this percent- 
age has increased [p. 68]. 

The term “business investment” should not lead one to assume, 
however, that all such interests are in the hands of private business or- 
ganizations. Indeed, one-fgurth of the direct “business investments” 
in China are controlled by foreign governments. In 1930, for example, 


the South Manchuria Railway Company owned more than 60 per cent 
of the Japanese direct business investments in Manchuria, and the 
Japanese government was the direct owner of a controlling interest in 


the company. It is a merit of Mr. Remer’s book that he carefully 
points out the essentially political character of much that appears to be 
private economic interests in China. 

A surprising conclusion which Mr. Remer’s estimates seem to sup- 
port is that Chinese holdings outside of China, if we could measure them 
all, would probably prove about as great as the foreign property which 
produces outpayments from China. “It is not improbable that, on 
balance, China was a creditor country in the period before the World 
War, and it is quite certain that she is far from being a debtor country 
today to the extent that a total foreign investment of U.S. $3,300 mil- 
lion indicates” (p. 226). South China, indeed, is a great net creditor 
region; Manchuria is a debtor region on a considerable scale. 

“Capacity to receive capital” (pp. 20, 231) is an infelicitous desig- 
nation for a discussion of the traditional, geographic, technological, and 
political factors which affect the prospects for capital movements into 
China. A more happy term ought to be sought by future writers who 
discuss this point. 

Finally, Foreign Investments in China offers a striking example of 
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what can be accomplished by co-operative research, for the study was 
planned and carried through with organized assistance from many dif- 
ferent agencies and on the basis of reports from a number of different 
investigators in several countries. The Social Science Research Coun- 
cil, the Brookings Institution, the Institute of Pacific Relations, the 
Royal Institute of International Affairs, and the Japanese Council of 
the Institute of Pacific Relations all participated. Discussions will 
doubtless continue to rage about various aspects of foreign investments 
in China, but this study nails down certain facts about which all must 


agree; the argument can go on from this point. 
EUGENE STALEY 
University of Chicago 


The Theory of Wages. By J. R. Hicxs. London: Macmillan & Co., 

Ltd., 1932. Pp. xiv+247. 8s. 6d. 

The theory of wages which Mr. Hicks accepts and develops is the 
familiar and generally accepted theory of marginal productivity. To 
bring it into clear relief and bring out all its implications it is first 
stated as a condition of equilibrium when full time is allowed for chang- 
ing the “forms” of investment, i.e., as the principle of minimum cost 
under perfect competition. Initially it is assumed that there is full em- 
ployment, that there are no differences between laborers, that the 
supplies of the factors are given—in the case of labor that both the 
number of workers and the amount of work offered by each are fixed. 

In subsequent chapters of Part I these assumptions are removed and 
the resulting limitations on the general theory examined. And although 
Mr. Hicks doesn’t add much that is new, his comments are both pre- 
cise and judicious. The most interesting chapter of this first part is that 
devoted to progress—increases in the supplies of resources, and inven- 
tions—and its effect on distribution. With the aid of a new measure— 
the coefficient of elasticity of substitution, i.e., a measure of the ease 
with which one factor can be substituted for another—Mr. Hicks dis- 
cusses the effect of progress on both the absolute and relative shares of 
the factors. With respect to the first the conclusion is similar to that 
arrived at by Professor Pigou, namely, that the absolute share of labor 
will probably increase with inventions. With respect to relative shares, 
the relevant issue has to do with increases in the supply of capital, 
which would ultimately reduce its relative share since its coefficient of 
elasticity is likely to be reduced below unity. But since the growth of 
capital is likely to be accompanied by inventions, which according to 
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Mr. Hicks will be predominantly labor-saving, the elasticity of sub- 
stitution will probably remain high and the relative share of capital 
will probably increase. The reasoning by which Mr. Hicks comes to the 
conclusion that labor-saving inventions will predominate is indeed in- 
genious, but hardly convincing. We know so little about the nature of 
“discoveries” that it seems rash to conclude that “induced” inventions 
—those which people “consciously” seek because the relative price of 
capital has fallen—will actually turn out to be predominantly labor 
saving. 

The theoretical structure of the first part is obviously designed to 
facilitate the discusssion of the second part, i.e., outside interferences 
with the competitive labor market. The second part is, however, not of 
equal merit. The discussion of labor disputes carries the argument no 
further than Professor Pigou has done, and the discussion of trade- 
union growth does not go beyond what was said by the Webbs in their 
Industrial Democracy. The main conclusion, that up to the war the 
trade unions “probably” did not affect “to any great extent” the 
average level of wages “even over a short period of years,” is both 
doubtful and ambiguous. Does Mr. Hicks mean for the volume of em- 
ployment which actually prevailed in the union industries? Surely, as 
he recognizes elsewhere in his book, the main consequence of trade- 
union organization is on the distribution of labor in the various indus- 
tries. Both historically and a priori this means making “scarce” work 
“scarcer,” with heightened inequalities in the distribution of income 
within the working class which are hardly desirable. 

With respect to the theoretical consideration of the “consequences 
of wage regulation” Mr. Hicks is to be congratulated for the thorough- 
ness with which he has ferreted out all possible implications. One gen- 
eral comment, however, may be made. Very properly Mr. Hicks rules 
out changes in population as a topic on which economists have but 
little to say. It may well be suggested that perhaps a similar remark is 
applicable to changes in the supply of capital. Surely statements to the 
effect that a fall in the interest rate will decrease savings are of the 
nature of obiter dicta. In any event, if Mr. Hicks insists on talking 
about “consuming,” “wasting,” “increasing,” “decreasing,” capital we 
are entitled to some definition of the yardstick by which these changes 
are to be measured. Surely Mr. Hicks is aware that capital is simply 
capitalized income and the “amount”’ of it thus depends on the rate of 
interest. His further suggestion that we must invoke the Bohm- 
Bawerk concept of “time structure” or “period of production” for an 
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analysis of the theory of capital, is quite unsatisfactory, since this is 
itself a vague and unsatisfactory construction. 

Professor Hicks says very little about conditions in the short run, 
though the mechanisms of adjustment by which equilibrium is reached 
are fully described. As he defines marginal productivity as a principle of 
equilibrium, and with possible changes in the methods of production— 
form as well as quantity of capital—he obviously leaves no room for the 
concept of short-run marginal product. The distinction is indeed valid, 
for, as Mr. Hicks points out, with any given scale of output the change 
in product resulting from an additional finite unit of labor will differ 
from that resulting from the subtraction of a unit, and both will differ 
from the true marginal productivity of labor. He contents himself 
with the assertion that in the short run the demand for labor is prob- 
ably “‘very inelastic.” It may well be so, but it certainly deserves some 
consideration, as the whole problem of the trade cycle is one of short- 
run considerations, and properly falls within the range of Mr. Hicks’s 


discussion. 
AARON DIRECTOR 
Washington, D.C. 


Our Economic Society and Its Problems. By REXFoRD G. TUGWELL and 


Howarpb C. Hitt. New York: Harcourt, Brace & Co., 1934. Pp. 

ix+ 566. $2.50. 

This text is intended for high-school classes in economics and will 
probably be widely used. It is well illustrated, its general physical 
make-up is attractive, and its style is simple and readable. Moreover, it 
omits almost entirely the conventional exposition of price and value 
theory, that portion of the usual economics text which is even more 
puzzling to high-school students than to college sophomores. Further, 
Mr. Hill has a large group of admirers among high-school teachers of 
the social sciences; and Mr. Tugwell expresses ideas about our econom- 
ic organization which are just now widely popular. 

The general plan of the book is as follows: After a historical intro- 
duction beginning with ancient times, the authors describe the econom- 
ic levels at which various groups in the United States are living. They 
then discuss various possible ways of obtaining an increased production 
and a more equitable distribution of wealth to the end that the econom- 
ic condition of the majority of the people may be improved. Space does 
not permit a discussion of the merits of this plan of organization. Of 
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more significance in the present connection are the economic ideas held 
by the authors and the method by which these ideas are developed; 
because an economics text should be judged, first of all, not on appear- 
ance or arrangement, or even on the basis of whether it gives the cus- 
tomers what they want; but on the basis of whether it gives them some 
real understanding of our economic order. Judging the book by this 
standard, one may well question whether it represents progress in the 
making of texts. 

In the Preface the authors say, ‘““We have aimed to avoid dogmatism 
and awaken thought. We have sought to bring about an awareness of 
the existence of problems, not to solve them.” This sounds well indeed 
but the reviewer gets the impression that the book is in fact highly dog- 
matic and doctrinaire. To be sure most of its dogmas and doctrines are 
rather popular at the moment; but of any serious attempt at economic 
analysis before drawing conclusions there is surprisingly little. The 
outstanding idea in the book is “social control.”’ Business must be “‘co- 
ordinated” to serve the needs of the people as a whole. Private profit- 
seeking is found to be the great disorganizing force in society today. 
The simple and sufficient remedy is government control. The authors 
apparently see no serious difficulties confronting a democratic govern- 
ment undertaking the most complex economic activities. A number of 
passages could be quoted which would seem to imply an almost naive 
acceptance of more government control as the simple cure for most of 
our economic ills. The following statement, referring to the future of 
agriculture, is an example: “With government supervision of produc- 
tion, prices, and marketing, the time may be near at hand when a 
healthy agriculture will afford a sound basis for national prosperity” 
(Pp. 351). 

At times, to be sure, as in the summary chapter at the end of the 
book, it is admitted that the methods to follow to gain economic salva- 
tion are not wholly apparent. “But,” say the authors, “we cannot sit 
and wait. We must act, and we cannot act without planning” (p. 541). 
How are we to plan if the methods to follow are not clear? We are to 
have an experimental attitude. We are to accept a suggested solution 
for economic problems only if it works. But just who the “we” are 
who will dictate solutions, and how we are to know in advance whether 
a suggested plan will be better or worse than what we already have is not 
explained. Nor is it explained how, if some social change proves disas- 
trous, we can go back and try over again. Indeed, the authors pass over 
the experimental method as applied to economics rather lightly in order 
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to stress the experimental attitude. And to get this would seem to be 
almost too simple for, “In order to have an experimental attitude in 
economics it is only necessary to consider all economic arrangements 
as experiments” (p. 543). 

Just where this leaves us the reader has to judge for himself. At 
times the authors seem to imply that we should let other nations, for ex- 
ample Russia, try out new arrangements before we adopt or reject 
them. At other times they seem to mean that we should pass judgment 
on the merits of our present economic institutions; and if we think 
these fall short, we should replace them with something different, even 
though we are not at all sure of the results. The thing they do not stress 
enough is the need of critical, objective analysis of any proposed social 
reform before urging its adoption. There is not space here to deal ex- 
tensively with the presentation of individual topics. Some of these are 
handled well. On the other hand, the treatment of business cycles 
seems to the reviewer very unsatisfactory; and some of the most diffi- 
cult and technical problems of banking and finance are crowded into a 
few pages in a way that can only be bewildering to a high-school pupil 
whose mind is really working. 

A rather curious feature of the book that is perhaps worth special 
notice is the repeated insistence, in chapter viii, that one of the most 
serious problems of this country in recent years has been the failure of 


agricultural production per acre to increase. This means, we are told, 
“.... that we are failing to provide the sound foundation in raw ma- 
terial strength that is necessary to continued industrial progress; in- 
stead we are paying too much attention to the making of raw materials 
into goods” (p. 147). This idea scarcely needs comment. It would have 
been hard to take it very seriously even in 1929. 


Excin F. Hunt 
Chicago, Illinois 


Gerechtigkeit in der Wirtschaft? By Bruno Mo Lt. Berlin: Paul Parey, 

1932. Pp. ix+g9o. RM. 5.20. 

The effect of this essay on the particular reader who writes the pres- 
ent notice has been that of raising deep and disturbing questions. The 
author has a reputation for competence, as well as a high academic po- 
sition, and the disappointment felt on reading the work makes me 
wonder whether there is such a thing as competence or objectivity in 
such discussion, or whether I myself am utterly incompetent as a judge. 
Even as regards the introductory argument, or homily, to the effect 
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that economists should face and discuss the issue of justice in distribu- 
tion, instead of ignoring, evading, or dogmatizing about it, the effect is 
doubt—taking this as a sample of the results to be expected. 

The logical starting-point of the essay is the “axiom’’—not advo- 
cated by the author but taken from the sense of justice of the ordinary 
educated human being (p. 88)—that each should receive according to 
his contribution (jedem nach seiner Leistung). But the urge or drive 
back of the discussion is the conviction that this (the “socialistic’’) 
principle is not closely followed in “capitalistic” society—though apolo- 
gists such as Mises (p. 16 note) assert that it is; the effective prin- 
ciple, the author holds, is distribution according to economic power. A 
third principle, the “communistic” one of “to each according to his 
needs,”’ is considered, but rejected as uneconomic and impracticable. 
It is further assumed as self-evident that a minimum application of the 
ideal axiom leads to the ethical condemnation of all income other than 
that derived from “labor,” and that the existence of property is the 
chief source of divergence from the ideal in actual and historical 
economic society (passim, esp. p. 26, pp. 88-89). 

All this seems to me to signify chiefly lack of analysis. The ethical 
contrast between labor and property income is no doubt valid to some 
extent as empirical fact, but it is chiefly for three rather accidental rea- 
sons and is not sound as a principle at all. The first reason is that as 
things work out large incomes tend to be predominantly property in- 
comes and small ones labor incomes; the second, that the inheritance of 
property is more largely under social control than is the case with labor 
capacity—and especially more obviously, for the actual amount of dif- 
ference is uncertain. The third reason presents an interesting paradox. 
It is precisely because modern legal systems have allowed freedom of 
exchange in “‘property’’ while treating one’s proprietorship of himself 
as “sacred” by prohibiting “slavery and involuntary servitude,”’ i.e., 
restricting such ownership in a fundamental sense in order to safeguard 
it, that an individual with salable productive capacity in the form of 
labor power only is placed in a weak bargaining position. This is be- 
cause he cannot “capitalize” labor power, either by selling it off piece- 
meal or by creating an enforceable lien, and so cannot “wait.”’ It may 
also be classed as a technical accident having nothing to do with ethics 
that the individual is indivisible and also that the laborer is subject to 
especially high and continuous maintenance cost as a condition of pre- 
serving his productive capacity, or of living without loss of social 
status. The “axiom” that work income is necessarily or especially 
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ethical, and the associated but very different axiom that “labor pro- 
duces all value,” are to me simply particularly interesting problems in 
the workings of the folk mind. Moreover, a little exploration will show 
that the opposite verdict, ethically speaking, is just as easy to get, as I 
have found by asking advanced classes in economics. The same citi- 
zen who answers affirmatively without hesitation to the question 
whether it is “fair’’ for each to get out of the social enterprise what he 
puts in, if asked whether the possession of special endowments or ca- 
pacities of any sort represents in ethics a claim against society or an 
obligation to society, will answer with equal assurance that it consti- 
tutes an obligation. 

A minimum analysis, inquiring into the ethical factors reflected in 
incomes will show that, first as regards “given conditions,” return from 
property and labor-power analyze into the same elements, namely, the 
possession of salable capacity and its economic use, the latter involving 
more or less effort more or less pleasant or unpleasant, and all largely 
affected by intelligence and “luck.” (What form of capacity is salable 
depends of course on scarcity in relation to the economic demand at a 
given time and place.) It will show, second, that historically the pos- 
session of capacity, in both and all cases, also goes back to the same 
elements, the use of capacity possessed at an earlier date (“absti- 
nence’’), in connection with effort, intelligence, and luck, and ultimately 
to inheritance of potential capacity and its development, partly 
through more or less responsible acts of the individual but largely—in 
the earlier stages especially—through the working of social institutions 
and other factors over which he has no control. 

As to what is or is not ethical in all this, we cannot here inquire, be- 
yond the slight hint given in such words as “responsible” and “control” 
in the sentence just above. The point here is simply that there is 
nothing in the way of such analysis in Professor Moll’s essay. He re- 
jects economic power as an ethical basis for income, but excepts labor 
power without giving any reason. He also rejects effort, as being tied 
up with the “communistic”’ principle of distribution according to need 
(p. 22). Intelligence itself, in connection with labor or any other func- 
tion, is of course a form of power. Regarding luck, which is one of the 
most interesting factors in motivation, nothing is said apart from a 
general and superficial discussion of profit and references to inaccura- 
cies in the imputation of product to management. Even more strange 
(to me) is the author’s definition of “contribution,” which restricts it to 
physical results (of “labor’’) explicitly rejecting not only the element of 
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effort on the contributor’s part, but also that of value to the benefi- 
ciary, though the “work” must both have some tangible effect and be 
directed toward some economic end! Finally, the argument that in or- 
ganized activity the tangible effect produced by an individual can- 
not be isolated shows that either the author or the reviewer com- 
pletely fails to understand the theory of imputation. 
FRANK H. KNIGHT 
University of Chicago 


Current Monetary Issues. By Leo Pasvoisky. Washington: The 

Brookings Institution, 1933. Pp. xiii+-192. $1.50. 

For an accurate and impartial account of the controversies which 
wrecked the World Monetary and Economic Conference at London 
this volume can be highly recommended. Most of the participants in 
that conference believed that a rise in commodity prices would be 
beneficial, but were unable to agree as to whether a price rise or busi- 
ness recovery should come first, or whether there should be attempts to 
raise prices by monetary measures. There was also disagreement be- 
tween the sterling group, the gold bloc, and the United States regard- 
ing the necessity of stabilizing exchange rates and returning to gold in 
the near future. When President Roosevelt, on July 3, called the pro- 
posal to stabilize exchange rates ‘“‘a specious fallacy,” ‘‘purely arti- 
ficial” and “a temporary experiment” the success of the conference 
became impossible. 

The author passes no judgment upon the merits of the various con- 
tentions, but, it would seem that he tends to favor the program of the 
gold bloc. He stresses the need for a stable international standard of 
value and rejects the proposal for a managed paper currency because 
it is “inextricably bound up with the movement for economic national- 
ism” (p. 21). This conclusion of Pasvolsky’s is, at least, debatable. 
There is a possibility that, in view of the recent history of the gold 
standard, we might have as much freedom of international trade under 
nationally independent currencies as under gold. It is difficult to de- 
cide how far the author agrees with the contention of the gold bloc that 
recovery would shortly follow a declaration of intention to restore the 
gold standard. We should remember, however, that it was not until 
the depression reached low levels that the departure from gold became 
general. 

There is, in the reviewer’s opinion, little certainty that a sudden 
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return to gold throughout the world would speed up recovery. It would 
depend largely upon the point at which the price of gold was fixed, and 
few of the non-gold countries know what this price should be. Re- 
covery seems to have progressed farther in the non-gold countries, 
while many of the gold countries are still floundering in the economic 
doldrums. There is, it must be admitted, a possibility that confidence 
would quickly return if there was a universal return to gold, but this is 
problematical. England’s experience from 1925 to 1931 should not be 
forgotten. 

Pasvolsky gives an excellent summary of the monetary legislation 
of 1933 in the United States. He criticizes the gold-buying program in 
no uncertain terms. “The extent of the rise in the general price level,” 
he says, “shows little correspondence with the rise in the price of gold” 
(p. 125). But much of his proof deals with the lack of correspondence in 
various countries either between the movement of an index of a large 
number of commodities, or price fluctuations of individual basic com- 
modities, and the price of gold (see chart on p. 123). He concludes, 
“No definite, predictable rise in the commodity price level can be 
assumed to follow a given depreciation of the currency.” 

The reviewer has no desire to stand forth as an ardent supporter of 
Warren and Pearson. It is true that they make sweeping statements 
and have offered no theoretical justification for their program, but 
they usually emphasize that basic commodities with an international 
market will be the first ones affected (Prices, p. 390). They admit that 
not all basic commodities will move at once or in the same direction. 
They further point out that we need not necessarily expect individual 
prices of basic commodities to rise by exactly the same percentage as 
the price of gold. They contend that the average prices of basic com- 
modities will rise by “approximately” the same percentage above 
“what they would have been” had there been no increase in the price 
of gold. This is important, and many critics have ignored it. The 
pages of Farm Economics, the bulletin published under the auspices of 
the authors of Prices at Cornell, are full of such warnings and reserva- 
tions, They also admit that the price of gold is not the only determi- 
nant of commodity prices. 

Is it true that prices of basic commodities with an international 
market have not risen with the price of gold? On pages 2042-43 of the 
May, 1934 (No. 85) issue of the Farm Economics bulletin appear fig- 
ures and a chart showing that while the price of gold was rising 69 per 
cent, from February, 1933, to February, 1934, the Journal of Commerce 
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daily price index of 30 basic commodities also rose 67 per cent. Since 
February this index has declined slightly, but the correspondence is 
still very close. To many supporters of Warren and Pearson among 
agricultural leaders, with whom the reviewer has talked and argued, 
this is conclusive proof. Of course, it may be argued that this is not the 
best price index. 

Like most other economists the reviewer has been skeptical of the 
Warren and Pearson hypothesis, except in so far as the prices of ex- 
ports and imports might be affected by encouraging foreign buying and 
forcing us to pay more for our imports. But this particular argument 
is not stressed by Warren and Pearson. One of their arguments is that 
when prices of international goods are fixed on a central world-market, 
the producers in any country will get more or less in terms of their 
currency merely by bringing about a change in the exchange rates by 
varying the price of gold. In other words a quotation on a British 
market in sterling will bring to an American producer in dollars an 
amount which depends upon what dollars are worth at that time in 
foreign exchange. 

Many critics seem to have passed over this point, but now they 
must try to explain the close correspondence between the price of gold 
and the index of basic commodities mentioned above. The skeptics 
should also study carefully pages 2020-25 of the Farm Economics 
bulletin (No. 84) for February, 1934. There is a table at the top of page 
2025 which is especially recommended for consideration, since it pre- 
sents some surprising results. Is there something about individual and 
relative price movements of agricultural and other basic commodities 
that is not comprehended by the average economist? (See “On the 
Structure and Inertia of Prices” by Carl Snyder in the American 
Economic Review for June, 1934.) 

Pasvolsky summarizes in an excellent manner the results of mone- 
tary uncertainty and fluctuating exchanges. But cannot the injurious 
effect of fluctuating exchanges be easily exaggerated in a country like 
the United States? (See Report of the Columbia University Commission 
on Economic Reconstruction, pp. 32-33.) Ina conflict between stabilized 
exchanges and internal economic stability (through price control) the 
reviewer must cast his vote in favor of experiments to see if the 
1 atter can be attained. The author himself is dubious about the pos- 
sibility of obtaining any concerted action regarding an international 
program to raise prices. The independent policy of the United States 
has made this impossible for the present (p. 130). But, since inter- 
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national agreement is out of the question what can any country do but 
act independently? Those who believe that no country can do much 
by itself should study Australia’s monetary policy since 1930. And 
Professor Copland, who was largely responsible for that policy, be- 
lieves that the price of gold is still too low in the United States. It is 
to be regretted that an economist of Pasvolsky’s ability could not have 
spent more time upon the advisability of a general devaluation pro- 
gram. Those who feel that his remedy, “‘a renewed study of the an- 
alyses and recommendations of the Geneva Commission of Experts,” 
could be improved upon should be invited to see what they can offer. 
It is doubtful whether they can do any better. 

Many orthodox monetary theorists deplore monetary uncertainty. 
They seem to believe that all we have to do is to restore gold univer- 
sally, balance budgets, remove tariffs and other trade restrictions and 
confidence and prosperity will return. They rely heavily on natural 
and automatic forces to do the work. But there is serious room for 
doubt as to whether or not these “automatic”’ forces would have done 
anything but land us in almost universal bankruptcy. Merely clinging 
to or returning to gold and balancing budgets in a depression like this 
may well postpone recovery. Few countries have found it possible to 
permit “automatic” forces to run their course. Most of them have 
been forced to do something. Monetary certainty has not prevented 
dire economic uncertainty. The course of events has forced many 
countries to experiment in the field of monetary and banking policy. In 
the world in which we live it is hard to see how they could have done 


otherwise. 
CHARLES S. TIPPETTS 


University of Pittsburgh 


De V'utilité et de sa mesure. Ecrits choisis et republiés par Mario de 
Bernardi. By Jutes Dupuirt. Torino: La Riforma Sociale, 1933. 
Pp. 228. L. 40. 

In the intellectual history of the modern epoch (since the Middle 
Ages), economic ideas have a place of peculiar importance and in- 
terest; and this has been increasingly true throughout the period, down 
to the current anti-rationalistic revolution. It is not, then, economists 
alone who must be concerned with the history of utility theory. Every- 
one interested in the history of ideas is placed in debt to Messrs. Ein- 
audi and Bernardi by the publication of this book, including the perti- 
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nent parts of the literary work of Jules Dupuit, one of the notable 
“forerunners” of the utility schools, starting with Jevons, Menger, 
and Walras in the early seventies. 

As every student now knows, Dupuit was chief engineer in France 
for bridges and highways. He was led to consideration of the problem 
of utility in connection with the effects of the tolls in reducing the use 
(“utility’’) of such permanent engineering works, where the cost of the 
service is almost entirely a fixed charge. His two famous papers on the 
subject were published in the Annales des ponts et chaussées in 1844 and 
1849. The second article followed the publication in the Annales in 1847 
of an article by Bordas, another engineer, criticizing his views. Later, 
Dupuit prepared a more systematic exposition which was published in 
the Journal des économistes (first series, Vol. XXXVI, 1850) with a 
commendatory note by the editor, Garnier. Particularly in the first of 
the two parts of this article, which part bore the title given by the 
editor to the present volume, the discussion of utility reads much like 
that given in many elementary textbooks of today. The argument 
runs in “common-sense”’ terms (or naive, according to the attitude of 
the reader). There is no clear separation and definition of the ideas of 
total utility and differential or marginal utility for an individual, and 
no suggestion either of mathematical refinements or of the critical 
questions raised in the last generation regarding the concept of utility 
as a magnitude. In fact, Dupuit’s own scientific interest centered in 
the problem of measuring net utility above cost, for a community as a 
whole, a kind of social consumer’s surplus, to use modern terms. 

The work of Mr. Bernardi has been done in a scholarly way, even to 
checking and correcting the citations in the work of Dupuit himself and 
of Bordas, whose article is also reprinted. The book also includes the 
obituary for Dupuit written by his successor, Mahyer, and published 
in a supplement to the Annales in 1866. It concludes with a bibli- 
ography of Dupuit’s writings compiled by Bernardi. 

FRANK H. KNIGHT 
University of Chicago 
La commission des douanes et la politique commerciale des Etats-Unis. 

By Baron Snoy et D’Oppvers. Brussels: Albert Dewit, 1932. 

Pp. iv+ 286. 

This volume, dedicated to Dr. Frank W. Taussig, was written when 
the author, a Belgian, was in the United States. He spent considerable 
time in Washington and, as a result of intimate contacts with members 
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of the Tariff Commission and its staff, has turned out a very compre- 
hensive study. The book consists of twelve chapters and two appen- 
dixes, which contain the texts of the Act of 1916 creating the United 
States Tariff Commission, and of the flexible provisions of the Acts of 
1922 and 1930. 

Since the book is intended for Belgian and French readers, consider- 
able space is devoted to the political and economic background of 
tariff-making in the United States and to the traditional American ar- 
guments in favor of trade restrictions, such as the ubiquitous “standard 
of living” fallacy. However, even the American student of the subject 
will find in the book an excellent and useful treatment of the adminis- 
trative structure and routine of the Tariff Commission, for the author 
has obtained his facts from firsthand contacts rather than from printed 
reports and textbooks which frequently pass over significant adminis- 
trative and political matters for the sake of broader discussions of 
policy. 

The author believes, along with most American economists, that 
we have not yet solved the problem of our foreign trade. The Tariff 
Commission he ranks high as an administrative agency. It has really 
capable experts and a technical staff of high caliber. But no amount of 
such talent can, by itself, inaugurate a liberal commercial policy, even 
within the flexible-rate provisions of the Tariff Act. Only the public 
will to stretch it in the proper direction is lacking. If public opinion 
were to crystallize toward liberalism, thinks the author, the president 
could utilize the Tariff Commission, without additional legislation, 
to inaugurate and maintain a saner foreign-trade policy. 

All of this was written, however, in 1932. Since then much has 
happened in the United States; we have a “New Deal,” including a 
very new Reciprocal Tariff Act, and a new point of view in the White 
House. Much of what is said in this and in other recent books on the 
tariff, therefore, is, so far as the political picture of the Hoover era is 
concerned, chiefly of historical interest. 

The Tariff Commission, the author admits, served a useful function 
even in the pre-Rooseveltian days. Although not beyond political 
pressure, the Commission, with the flexible-rate provisions and the 
cost-of-production formula as its study manual, did serve the some- 
what indirect end of minimizing to a certain degree the evil of direct 
Congressional tariff-tinkering—or, as the Baron puts it, the “flexible 
tariff constitutes a palliative to parliamentary extravagances.”’ 
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American students of the tariff would welcome an English transla- 
tion of this book; it would be valuable as collateral reading in under- 
graduate courses which deal with tariff matters. 

Howarp S. PIQUET 
New York University 


A National Plan for American Forestry. By UNITED STATES DEPART- 
MENT OF AGRICULTURE Forest Service. (Senate Doc. 12, 73d 
Cong., 1st sess.) 2 vols. Washington, 1933. Vol. I, x+1050; Vol. II, 
ili+ 1051-1677. 

This 1,677-page document from the United States Forest Service, 
commonly known as the “Copeland report” because it was prepared in 
complicance with a resolution introduced by Senator Copeland of New 
York, is noteworthy in two respects. It contains the most comprehen- 
sive information ever assembled concerning the forest situation in the 
United States, and it constitutes an intelligent attempt at national 
planning for one of our most important natural resources. 

The outstanding conclusion of the report is that “practically all of 
the major problems of American forestry center in, or have grown out 
of, private ownership.” To meet this situation a large extension of 
public ownership of forest lands is advocated, with more intensive 
management of all publicly owned lands. 

Specifically, the proposed extension of public ownership contem- 
plates the acquisition of 224,000,000 acres of forest land, chiefly in the 
East. Of this area, 90,000,000 acres would be acquired by the states 
and 134,000,000 acres by the federal government. Such a program in- 
volves much more than doubling the area now in public ownership. 
It would leave about one-sixth of the total area of commercial forest 
land in the hands of farmers and nearly one-third in the hands of in- 
dustrial owners. As an essential feature of the program it is strongly 
urged that all areas acquired by the public be placed promptly under 
adequate forest management. 

Although not stated as a major recommendation, the plan also pro- 
vides for liberal aid, both federal and state, to private owners in forest 
protection, reforestation, research, and extension, and in placing forest 
taxation on an equitable basis. Loans at low rates of interest, and 
authorizations for mergers and for curtailment of output, are suggested 
subject to the requirement that the beneficiaries practice sustained- 
yield forest management. Public regulation of private owners in the 
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handling of their forest lands is recognized as justifiable and as deserv- 
ing of serious study, but is regarded as less effective than the program 
of public acquisition which is the essence of the report’s recommenda- 
tions. 

Estimated costs of the plan covering a twenty-year period average 
approximately $75,000,000 a year for the federal government and $41,- 
000,000 a year for state and local governments. Some 60 per cent of 
the total cost would be for capital expenditures, which it is believed 
in the long run would be much more than self-liquidating in direct and 
indirect returns. 

The conclusions and recommendations of the Forest Service are 
“fully indorsed”’ in a letter of transmittal signed by Secretary of Agri- 
culture H. A. Wallace and Assistant Secretary R. G. Tugwell. These 
findings are based on a mass of evidence which is so voluminous and 
so arranged as to be at times somewhat confusing. In addition to de- 
tailed statistics concerning forest resources and timber requirements, 
there is a full discussion of the value of the forests for other purposes, 
the present status of their management by different classes of owners, 
and proposed plans for the future. While many of the figures are ad- 
mittedly approximations, they are unquestionably the best available, 
and the broad picture of the forest situation which they present is be- 
lieved to be “too clear to be obscured by inaccuracies in the data.” 

The arguments leading to the final recommendations may be put 
in the form of a syllogism. The major premise is that forests constitute 
one of our most valuable national assets, the perpetuation of which is 
essential. They furnish a wide variety of useful raw materials that 
serve as the basis for important industries and provide useful employ- 
ment for millions of people. They protect the soil from erosion; retard 
or prevent the silting-up of navigable channels, harbors, and reservoirs; 
and help to maintain the purity of domestic water supplies. They fur- 
nish forage for domestic live stock and food and refuge for many forms 
of wild life. They beautify the landscape and afford opportunities for 
inexpensive and wholesome recreation to many millions of people. 
They are an important adjunct of agriculture. Under permanent man- 
agement they serve to stabilize industry and social institutions and to 
sustain permanent communities. 

The minor premise is that private ownership of forest lands has 
failed conspicuously to maintain and develop these values. It is respon- 
sible for widespread forest devastation and deterioration, for serious 
economic difficulties in the forest industries, and for serious economic 
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and social losses to the public. It has fallen far behind public ownership 
in management and administration. These facts make it “difficult to 
escape the conclusion that there is nothing in past experience or defi- 
nitely in sight for the future which gives reason for hope that private 
ownership can be depended on for anything approaching the contribu- 
tion to American forestry that has been expected of it during the past 
20 years.” 

From these premises the conclusion naturally follows that adequate 
solution of the forest problem must rest primarily on greatly increased 
public ownership along the lines recommended. 

It is not to be expected that the Forest Service program, or the 
reasoning on which it is based, will command universal acceptance. 
Few, however, will deny that the report constitutes the most important 
single contribution to American forest literature that has yet appeared. 
A veritable mine of information, it is especially significant in the 
breadth of its treatment of the forest problem, in its emphasis on the 
social and governmental aspects of that problem, and in the sweeping 
and fundamental character of its proposed solution. 

In these days of reconstruction when so much thought is being 
devoted to a better-planned social economy, the report is a challenge 
to action in its bold attempt to translate national planning from the 
realm of theory to that of actual practice in an important and difficult 
field. It merits careful study not only by foresters, economists, politi- 
cal scientists, legislators, and administrators, but by all who are inter- 
ested in the vital problem of assuring the maximum contribution from 
our wild lands to the permanent welfare of the country. 


University of Michigan Samust T. Dana 


Employment Trends in Philadelphia. By Emmett H. WEtcu. Phila- 
delphia: State Employment Commission, Department of Labor and 
Industry, Commonwealth of Pennsylvania, 1933. Pp. 106. 

Thirty Thousand in Search of Work. By Gtapys L. Pater. Philadel- 
phia: State Employment Commission, Department of Labor and 
Industry, Commonwealth of Pennsylvania, 1933. Pp. 93. $0.30. 
These studies of the Philadelphia labor market represent the first 

steps taken by the Pennsylvania Employment Commission in the 

task of working out practical plans for adjusting locally the supply 
and demand for labor. They are valuable, primarily, in connection with 
the specific purpose for which they were undertaken, but they may well 
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fulfil a larger service as patterns for similar investigations in other 
communities. 

The first monograph Ueals with employment trends during the last 
thirty years. The material falls into three sections: Part I—Occupa- 
tional Trends in Philadelphia, 1900-1930; Part II—Trends in Manu- 
facturing Employment in Philadelphia, 1899-1932; Part II1]—Seasonal 
Instability and Employment in Selected Philadelphia Industries. The 
sources of data are the United States Census of Manufactures and the 
Philadelphia Federal Reserve Bank Indexes of Employment. 

The second monograph is a study of certain economic and social 
characteristics of the 31,159 persons who applied at the State Employ- 
ment Office in Philadelphia during the eight months from February 15 
to October 15, 1932. Among the questions upon which information was 
obtained were the following: Are the men and women in search of work 
old or young? Are they “drifters” or persons capable of holding steady 
jobs? Are they foreign-born, native-born, negro, or white? What edu- 
cational advantages have they enjoyed? Are they married or single, 
and how many dependents do they support? In what ways do the men 
and women present distinct problems? What is the importance of the 
age factor in occupational mobility? The data presented in answer to 
these and other questions will, undoubtedly, prove of great value to the 


Employment Commission. But there are many pertinent questions left 
unanswered. No one can be more aware of this lack of completeness 
than the author. Her comment is trenchant: 


The one thing which stands out increasingly clearly is that until a nation- 
wide public employment service includes the collection of current statistics 
on labor demand and supply for local areas as a part of its regular function, 
we will continue to know next to nothing about the character of our unem- 
ployment problems beyond knowing that there is a problem. Probably no 
field of research is in-need of greater experimentation and study than the 
field of employment office statistics. Certainly few fields can offer a more 
important contribution to social and economic knowledge [p. 37]. 


HELEN FIsHER HOHMAN 
Evanston, Illinois 


The Price Policies of German Public Utility Undertakings. By H. E. 
Batson. New York: Oxford University Press, 1933. Pp. xx+ 224. 
$3.75. 

Mr. Batson enumerates four problems of public utility control, viz., 
the question whether utilities should be monopolistically or competi- 
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tively organized, whether they should be privately or publicly oper- 
ated, what general level of prices should be permitted, and what prices 
should be charged for individual units of the commodity or service. He 
then sets out the answers that have been given to these questions in the 
twenty-eight German cities with more than 200,000 inhabitants in 
dealing with gas, water, electricity, and tramway undertakings. 

These enterprises are almost invariably organized as local monop- 
olies and in about three-quarters of the cities the supply of gas and 
electricity is under common control. In the matter of private against 
public operation there has been a trend away from the former to the 
latter, although the supply of water and electricity was preponderantly 
in the hands of the municipal authorities from the beginning. Experi- 
ments with compromises between private and public operation, which 
began in 1908, have risen and fallen in popularity and have in the main 
strengthened opinion in favor of public operation, partly by stimulat- 
ing improvements in the technique of public operation. 

The principles governing the control of the general level of the prices 
charged by public utilities are discussed with a brevity which must 
seem shocking to those familiar with the voluminous literature upon 
this aspect of the subject in America, and which is also inconsistent 
with the title selected for the book. Mr. Batson states that municipal- 
ities have in general sought to make profits from their public utility 
undertakings and that this policy has been reinforced by the financial 
difficulties of the municipalities since the war. As for the privately op- 
erated concerns, he merely remarks that the local government author- 
ities have the power “‘to make such conditions respecting the charges of 
private undertakings as the undertakers can be induced to accept.” 

The greater part of the book consists of an excellent analysis of the 
internal structure of the tariffs of the utility enterprises. For each of 
the four types of utilities he analyzes the conditions facilitating dis- 
crimination or differentiation in the prices at which different units of 
output are sold, and the inducements to make such differentiation, 
as well as the actual patterns of differentiation found in the cities under 
investigation. It is impossible to summarize this part of the work be- 
yond stating that the publicly operated enterprises appear to establish 
more complicated tariffs than the privately operated ones. 

Mr. Batson analyzes these complex problems of rate structure with a 
clarity, penetration, and impartiality that make his book a valuable 
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contribution to the practice of public utility regulation and to the theo- 
retical analysis of the significance of overhead costs and the proper 
scope of price discrimination. 
ARTHUR ROBERT BuRNS 
Columbia University 


Management of Tomorrow. By L. Urwicx. London: Nisbet & Co., 
Ltd., 1933. Pp. xviiit+-205. 8s. 6d. 

The Logic of Industrial Organization. By P. SARGANT FLORENCE. Lon- 
don: Kegan Paul, Trench, Trubner & Co., Ltd., 1933. Pp. xii+ 280. 
tos. 6d. 

These two books on present industrial tendencies, including prob- 
lems of training for business administration, share many qualities, for 
the authors have co-operated in promoting scientific outlook and meth- 
ods in these fields and they have rather similar philosophies. Major 
Urwick’s background includes experience with an English family busi- 
ness, study and teaching of history at Oxford, work as organizing 
secretary of the Rowntree firm, and finally directorship of the late In- 
ternational Management Institute in Geneva. Dr. Florence is an 
Anglo-American who was trained at Cambridge and Columbia, the 
author of numerous works on labor and social science methodology, 
who is now Professor of Commerce at Birmingham. Both books include 
some substance which had been previously circulated in various vehi- 
cles, yet each is well knit into a unified whole. Some academic readers 
will complain that there is not enough citation of sources, by chapter 
and verse, particularly in Urwick’s volume. Both books are, in fact, 
theoretical interpretations of a wide range of phenomena; and unlike 
many theorists, each of these men gives us plenty of concrete material 
to illustrate his generalizations, if not to prove them. 

Recommending certain documents, Urwick remarks: “They are 
written sometimes in officialese, and are bound . . . . in a format which 
exclaims: ‘Please don’t read me; I’m dull!’”’ A contrary impression is 
conveyed by the books under review; each author has been fortunate in 
securing a format worthy of the high quality of his thought and literary 
style. 

Thus, for their joint characteristics; now for some impressions of 
them separately. Urwick shares the common scientific management 
Utopianism as to the tendency of increasing knowledge to effect a net 
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reduction of human conflicts; otherwise he is quite hard-headed and 
realistic. His book treats in four main parts, (I) general tendencies of 
science in industry; then more specific needs and deeds, (II) in organi- 
zation within business units, (III) especially in the integration of pro- 
ducing and marketing, and (IV) in education and training for business. 
Part II opens up many problems of line and staff relations, in various 
contexts from corner grocer to giant cartel; and here begins the admira- 
ble series of parallels drawn between operations in business and opera- 
tions in the state’s military and civil services. Later he observes that 
large personnel-groups in business have a short history, compared with 
state bureaucracies, and that 

it remains to be seen how far the special weaknesses to which public enter- 
prises are proverbially subject, “‘red tape,” inter-departmental tribal warfare, 
inertia, refusal to take responsibility, bureaucracy, are really due to the ab- 
sence of money-making incentive, and how far they are merely a function of 
size, difficulties inseparable from all large-scale administration [p. 161]. 


(This remark illustrates the cautious optimism of both Urwick and 
Florence toward increasing activities of the state; both exemplify here 
the scientific skepticism which they preach.) In Urwick’s Part III, 
on current problems of market “distribution,” he presents incisively 
reasons and methods for planning production according to more careful 
study of demand. 

His Part IV, on development of foremen and other executives, like 

other parts of the book, rather tickles an American’s self-esteem, be- 
cause of Urwick’s gusto for both Taylorism and democracy. With ref- 
erence to collegiate training, he recommends 
for each student a thorough and detailed vocational preparation for some one 
of the major functions of business [e.g.] accountancy, engineering, . . . . But 
in addition to this specialised training all students, whatever their function, 
should be required to undergo a supplementary course in administration. 
Preferably this course should follow on some period of actual work in busi- 
ness [p. 174]. 
The foremen who are expected to supply leadership and morale for 
their gangs should be selected and trained like young army subalterns, 
except that fit material should be sought among all social classes. This 
argument may well be compared with Thurstone’s similar suggestion 
for the development of police officers,’ and with the practices of the 
newer training schemes for such officers in London and elsewhere. 

Florence’s book deals first, and very penetratingly, with “the logic 


* Journal of Personnel Research, I (1922), pp. 64-74. 
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of large-scale operation” and “the illogic of actual operation’’; these 
chapters form a welcome commentary and supplement for Robinson’s 
excellent Structure of Competitive Industry. And Florence once more 
shows his taste for large-scale intellectual operation, in the present 
treatise, for its scope is extremely broad—no less than the general lines 
along which Britain may achieve greater efficiency in obtaining and 
using labor, capital, and enterprise. Marketing and business organiza- 
tion, even, are discussed—freshly and distinctively. His treatment of 
labor matters is here less quantitative, and runs relatively more to 
verbal distinctions, than in his previous publications. Especially im- 
pressive are his chapters relating to supply and direction of investment 
and of administrative talent, which make an effective display of his 
genius for schematization. He makes a significant addition to psycho- 
logical economics by his exploration, in capitalists and managers as well 
as in laborers, of “non-pecuniary” and “trans-pecuniary” incentives— 
i.e., those which are not mediated by money at all, or which constitute 
the “real wages” for which money is sought. His democratic sentiments 
lead him, in calculating the probabilities of business aptitude among 
children of the various social classes, to neglect the extent to which the 
present upper classes give birth to many more than “their share”’ of 
offspring with such talent. 

Both volumes are, in part, conscious attempts to develop business 
administration further toward a really professional status. Each sup- 
plies to practitioners and aspirants a diet of high intellectual and moral 
quality. 

Z. C. DICKINSON 
University of Michigan 


The Cost of Living in Sweden, 1830-1930. By GUNNAR MyrDAL, as- 
sisted by Sven Bovvin. Vol. I, “Wages, Cost of Living and National 
Income in Sweden, 1860—1930.”’ London: P. S. King & Son, Ltd., 
1933. Pp. xii+253. 12s. 6d. 

Wages in Sweden, 1860-1930. Part I, Manufacturing and Mining. By 
Gésta BaGcE, Errk LUNDBERG, and INGVAR SVENNILSON. Vol. II, 
“Wages, Cost of Living and National Income in Sweden, 1860- 
1930.” London: P. S. King & Son, Ltd., 1933. Pp. xxvi+579. 25s. 
These two books are admirable treatments of a difficult and im- 

portant statistical problem. They have been issued by the Institute 

for Social Sciences of the University of Stockholm, with the aid of a 
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grant from the Laura Spelman Rockefeller Foundation, and most 
economic historians will agree that the grant has been well bestowed. 
Professor Myrdal has compiled an index of the cost of living from 1830 
to 1913 which can be fitted on to the cost-of-living index of the Swedish 
Social Board to make a continuous series down to 1930. Professor 
Bagge has compiled hourly and annual wages in manufacturing and 
mining, and by using Professor Myrdal’s index has constructed an 
index of real hourly and annual earnings from 1861 to 1913. The work 
of compilation has apparently been very thorough and the presentation 
is very clear. 

There is only one serious criticism which occurs to the present re- 
viewer and that is that Professor Myrdal’s index is based not on retail 
prices but on what he calls semi-wholesale prices, i.e., “prices where the 
wholesale transaction was for a comparatively small quantity and .... 
was the ultimate or penultimate wholesale transaction.” This pro- 
cedure, while doubtless necessary because of the nature of the material, 
evades the issue as to whether the long-term trends of wholesale prices 
and retail prices have been the same. Certain studies of British and 
American price history have indicated that the rise ir. retail prices 
during the last eighty or one hundred years was considerably greater 
than the rise in wholesale prices, because of the fact that wages enter 
more largely into retail prices than into wholesale prices, and it is an 
established fact that money wages have risen more rapidly than com- 
modity prices. There is some basis for believing that a similar differ- 
ence in trend between retail and wholesale prices has existed in Sweden. 
Professor Myrdal’s indexes of clothing and housing support this belief 
because he has chosen indexes based on the wholesale prices of the raw 
materials of clothing and of building. He has also published a series 
showing contract prices for finished clothing bought by public insti- 
tutions and rentals for houses in Stockholm. The series for finished 
clothing and rentals both show considerably more of a rise from 1830 
to 1913 than the series for wholesale prices of raw materials that he 
uses. If the finished clothing and rental figures were substituted as far 
as possible for the raw-material figures, the index for clothing in 1830 
would be 66 instead of 79 and the index for housing, 65.2 instead of 
68.8. These two changes would not reduce the final cost-of-living 
index very much, but they give rise to a suspicion that the other com- 
ponents of the cost of living are also too high in the earlier years. 

Certainly the cost of living in Sweden, if these figures are correct, 
rose much less between 1860 and 1913 than in the United States. 
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Money wages on the other hand rose considerably more, with the re- 
sult that Professor Bagge’s calculation of real wages shows an increase 
of 158 per cent from 1860 to 1913, while the increase in real wages in 
the United States, according to the present reviewer’s calculation, was 
only 39 per cent in the same period. Money wages in Sweden increased 
about 217 per cent from 1860 to 1913, and in the United States, about 
144 per cent. It is of course possible that real wages increased more 
rapidly in Sweden than in the United States during that period, but it 
is unlikely that the difference in the rate of increase was so great. The 
falling-off in immigration from Sweden to the United States after 1891 
would support the assumption that working-men’s conditions were 
improving more rapidly in Sweden. The indexes show, however, a less 
rapid increase in real wages in Sweden between 1913 and 1930 than in 
the United States. 

It is to be hoped that in some later volume of this series Professor 
Myrdal and Professor Bagge may devote more attention to this point. 

Rurus S. TUCKER 
The Twentieth Century Fund, Inc. 


Managed Money: The Experience of Sweden. By Erik T. H. Kye.t- 


strom. New York: Columbia University Press, 1934. Pp. xiv+ 

109. $1.75. 

This little book, although primarily intended for the layman, de- 
serves the attention of the economist, not alone for its exposition of 
recent Swedish monetary policy, but also as fostering acquaintance 
with the position of monetary theory in a country which has long been 
known as advanced in both banking theory and practice. The author, 
who is a journalist with a background in theory, achieves his stated 
purpose “‘to present in simple terms the progress of Sweden’s monetary 
program.”’ Born in Sweden, he is acquainted with the implications of 
such a program for a country holding the position in the economic 
world that Sweden does. He has gone to good sources for materials 
for his study, and he presents his data and conclusions in precise, yet 
non-technical, language. 

The program of the Swedish Riksbank has been: (1) to prevent in- 
flation; (2) to preserve the internal purchasing power of the krona; 
and (3) to attempt to bring about a gradual rise in wholesale prices as 
a means of stimulating production. The results of this program are as 
yet somewhat uncertain. So far the Riksbank has been able to avert 
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inflation. “All efforts to expand credit on the domestic market have 
failed.’ In the domestic market the policies have proven somewhat un- 
successful, as against success in the foreign exchange market. Further 
decline in the krona has been prevented, but the program has not aided 
recovery. It is significant, however, that confidence in the krona has 
been maintained. 

It is to be inferred that the Riksbank has taken an “active” position 
with respect to aiding recovery. It must be noted, however, that the 
Riksbank’s efforts have been of a non-inflationary nature. Having un- 
successfully experimented with it more than a century ago, Sweden 


fears inflation. 
Ernst W. SWANSON 
Drake University 


La réclame. By RoGER Mauputt. Paris: Librairie Félix Alcan, 1933. 

Pp. xiii+172. Fr. 30. 

This book appears to be much more solid in its treatment of the 
economic aspects of advertising than most of those which have been 
written in this country on that subject. As the subtitle indicates, it is 
primarily “A Study in Economic Sociology.” The author’s chief pre- 
ceding work was a dissertation on ‘““August Comte and Political Econ- 
omy.” That it is essential for economics to go beyond mere abstrac- 
tion and to take into account the psychological and sociological charac- 
teristics of society was the chief thesis of this work. 

In La réclame the author points out that, since the man to whom 
advertising is addressed is far from the rational “homo oeconomicus”’ 
of classical economics, advertising of necessity must use means of sug- 
gestion and the stimulation of the imagination in its appeal to the buy- 
ing public, in addition to merely informing them. This is interesting 
in view of the current demand in the United States that advertising be 
more informative and objective. That man is not a rational animal is 
held by the writer to be the first postulate of advertising. 

One significant contribution to advertising from the point of view 
of social psychology is the emphasis on the importance of the charac- 
teristics of individual and specialized groups, rather than those of the 
total society. Geographic, occupational, and other group-bases are 
discussed in the book. Another point emphasized is the various in- 
fluences of one group on others. The author spends considerable time 
on the hierarchy of classes and the influence of the general desire for 
social climbing as an advertising weapon. 
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Advertising men should be interested in the many illustrations, 
taken from current practice in France, which directly parallel our own 
experiences in this country. The writer cites many examples, such as 
that of the effect of changing the color of the bottle for an elixir from 
green to orange and the resulting stimulation in sales. He also cites 
the case of a cosmetic, which met with a large increase in sales when 
the price was advanced from ten to twenty francs. This illustration is 
of double interest to us: first, because it is so similar to the classic ad- 
vertising example of the increase in price used in introducing safety 
razors on the market; and second, as an additional case illustrating 
the limitations on the theory of the elasticity of demand. 

The book also contains useful materials on advertising practices in 
France. It treats such subjects as the origin and development of ad- 
vertising, its resources, advertising and the psychology of suggestion, 
advertising and the social structure. The last chapter, dealing with 
the effect of advertising on price, is too brief to be much of a contribu- 
tion, but contains references to other works little known in America. 

Lynpon O. BROWN 
Northwestern University 


The Older Worker in Industry. A Study of New York State Manufactur- 
ing Industries. By SoLtomon Barkin. Albany: J. B. Lyon Co., 
1933- Pp. 467. 

Except for the war period, when employment for the older worker 
was relatively satisfactory, his economic position has continued to be a 
matter of widespread popular concern since the turn of the present 
century. Up to 1924, however, the problem was accorded a position of 
secondary importance as compared with such issues as industrial acci- 
dents and illness, hours of work, minimum wages, and child labor. 
From 1924 to 1929 it was, however, the outstanding labor issue, and 
during the current depression it has held a position of interest secondary 
only to unemployment. The voluminous discussion developed in recent 
literature consists in small part of fact-finding studies; for the most 
part it is merely propaganda and rebuttal based on sentiment and 
prejudice. 

Mr. Barkin, in this report to the Joint Legislative Committee on 
Unemployment, has made a notable factual contribution to the under- 
standing of this problem. Space does not permit a summary of the 
report, but the attempt is made to investigate and measure in quanti- 
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tative terms the significance of all the major issues raised in the public 
debates during the past decade. The reviewer is disposed to judge that 
the conclusions drawn are frequently more positive and inclusive than 
the limitations of the data would warrant. In general, however, the re- 
port is convincing as to its factual findings, and the recommendations 
for public action constitute a constructive and practicable program. 
R. W. STONE 
University of Chicago 


The Whitley Councils Scheme. By JoHN BARTON SEYMouR. London: 

P. S. King & Son, Ltd., 1932. Pp. viii-+-253. 12s. 

A study of the Whitley Councils scheme, which represents one of 
the most comprehensive attempts to give expression to the theory that 
industry should develop voluntary governing councils representative 
of employers and employees, cannot fail to command attention at a 
time when such a development is being urged as an alternative to 
further extensions of governmental control. Yet those who regard Mr. 
Seymour’s book as a study of what can be expected from the Whitley 
Councils scheme are likely to be disappointed, for it cannot be denied 
that the Councils have in the main failed to fulfil the expectations of 
their original enthusiastic exponents. Of ninety-five councils set up, 
thirty have been disbanded or are moribund, and relatively few have 
been created since 1920; there is a general lack of interest in the scheme; 
many of the Councils hold but irregular and infrequent meetings; they 
have very generally failed to set up the subordinate district and works 
councils that were originally visualized as an indispensable part of the 
whole scheme, and where created, these bodies, like their parent 
Whitley Councils, have in the main failed to exercise the powers given 
to them. Against this record must be set the fact that in many trades 
the Whitley Councils have promoted industrial organization, system- 
atized wages and industrial conditions, and induced closer co-opera- 
tion between governmental departments and their particular indus- 
tries, though even here Mr. Seymour points out that there is need of 
increased effectiveness. Mr. Seymour believed that to some extent, 
they have justified the belief of the Whitley Committee that their 
existence would lead to a reduction in the number of disputes by re- 
moving distrust and suspicion. 

Why has a scheme which started under such auspicious circum- 
stances failed to fulfil the wider expectations of its founders? Mr. Sey- 
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mour, who is an enthusiastic exponent of Whitleyism, attempts to pro- 
vide an answer, but it cannot be said that he is very successful. In 
part his failure is due to the method he has adopted in his study. He 
treats the Whitley scheme as a whole, weighing the experience of now 
one committee and now another as illustrations of the type of activity 
and the type of difficulty met with. Yet nothing is clearer than the fact 
that the different Councils have had very different experiences, and 
evaluation of the promise of the scheme demands much more detailed 
comparative study of the experience of individual Councils. Why have 
some been more successful and enterprising than others? Have some 
types of activities been more successfully carried out by all Councils 
than others? Does the difference in effectiveness lie in the nature and 
organization of the different industries, in the type of problem to be 
dealt with, or is it attributable to purely personal factors? Mr. Sey- 
mour holds that “the present decline in the extension of Whitleyism is 
largely a result of a lack of interest in the scheme,” and gives the failure 
to hold frequent and regular meetings as one of the four causes of break- 
down of the Councils (p. 104). But this failure is merely a symptom 
and not a cause of ineffectiveness, and the fact of indifference itself 
calls for analysis. 

The voluntary nature of the Whitley Council has, Mr. Seymour 
claims, been one factor making for lack of effectiveness. In its absence, 
trade unionists prefer to concentrate on the normal channels of trade- 
union negotiation, which very often covers a wider field than does the 
Whitley Council, while employers on the Council are penalized in 
carrying through agreements as compared with those not so repre- 
sented. Mr. Seymour makes a strong plea for legislation to give wage 
agreements fixed by Whitley Councils the force of law, a change which 
might offer an inducement to both workers and employers to take the 
scheme more seriously. But unless accompanied by powers over prices 
and production policy, such legislation would be fought by many em- 
ployers, since it would inevitably lead to closer supervision of Whitley 
Council agreements by the Minister of Labor than at present exists, 
and it is doubtful whether public opinion in Great Britain would toler- 
ate the development of autonomous, self-regulating units in an indus- 
try without establishing safeguards for the protection of the consumer. 

Mr. Seymour, discussing the relative ineffectiveness of the scheme, 
holds that “it does not seem fair to ascribe the blame for the ineffec- 
tiveness of certain councils to defects in the scheme itself” (p. 169). 
This point of view dominates the whole book. The reader feels uneasily 
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that he is being shown a formal structure which would be almost per- 
fect if only it would work. But good-will and a harmonious solution of 
economic problems cannot be achieved by the mere provision of a 
mechanism, however well devised. The fact seems to be that the 
Whitley Council is a half-way measure which is in the main irrelevant 


to the basic economic issues facing industry today. 
E. M. Burns 


Columbia University 


Capitalismo e corporativismo. By Uco Sptrito. Florence: G. C. San- 

soni Editore, 1933. Pp. xx-+156. L. 15. 

How may something be done to accomplish the transition from cap- 
italism to the corporative state? Such is the question which the author 
treats in this book, which contains several articles published in Italian 
periodicals. 

There are two ways of getting rid of capitalism and bringing about a 
radical transformation of the economic and social structure, in order to 
substitute a corporative society for an individualistic system, The first 
one is the revolution, as it has been carried out in Russia. But it brings 
with it the danger of chaotic disorder. It is better to take the other 
way, i.e., to proceed gradually in modifying the institutions But even 
this solution meets with a seriously great difficulty, consisting in the 
contradictory conception of the dualism between state and individual. 
As long as the state is considered as something distinct from individual, 
every step toward increasing state intervention is rather destructive 
than constructive. 

The author is of the opinion that the Italian experiment belongs to 
the second type of transformation but has not yet reached the goal, 
being still dominated, to a certain extent, by liberal and capitalistic 
forces. It is necessary to go on perfecting the “identification of State 
and individuals” in order to eliminate the contradiction. 

The author does not aim at giving an exact interpretation of the 
official ideas of the Fascist government. He attempts rather to show 
what, in his mind, would be the best solution of the present economic, 
social, and political crisis. His ideas are interesting but unfortunately 
he confines himself to discussing simply the philosophical aspects of the 
matter, which are evidently dealt with from the idealistic point of view, 
and does not make any effort to elaborate the implications of his posi- 


tion as to the economic organization of society. 
FRANCESCO VITO 


University of Milan 
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Crisi del liberismo o errori di uomini? By Atritio CaBiati. Turin: 

Giulio Einaudi, 1934. Pp. 203. L. 15. 

The contents of this book, which asks the question Crisis of Liberal- 
ism or Errors of Men? themselves provide an admirable intellectual 
portrait of the book’s distinguished author. Attilio Cabiati was for 
many years, prior to the coming of the Fascist régime, one of the two 
men—the other was Luigi Einaudi—who made it possible for Italian 
jouralism to boast of editorial writing, the quality of which may easily 
be imagined when it is noted that the two writers were not primarily 
professional journalists, but were distinguished academic figures in 
their respective fields of the theory of money and of public finance. 

There are few men who are able to write with the brilliance of the 
best of professional journalists and the solidity of the competent econ- 
omist. Cabiati is one of the few. The hand of the journalist may be 
seen in the titles of some of the essays that make up this volume: 
“Histoire monetaire romancée” (a brilliant carving into small pieces 
of Dr. Paul Einzig’s melodrama entitled Behind the Scenes of Inter- 
national Finance), “A Victim of Politics: the Dollar,” “On the Brain- 
Trust and Other Evils of the Crisis,” and so on. But if the hand is the 
hand of the journalist, the voice is that of the trained economist. It 
was hardly to be expected, to be sure, that all of Professor Cabiati’s 
American colleagues would agree, for example, with all the details of 
the three essays which make up Book II, on “The American Experi- 
ment.”’ Yet the differences are differences of the kind that might exist 
between professional economists of high competence everywhere; they 
are not of the sort that would be expected to exist as between a com- 
petent economist and a brilliant but superficial journalist. When it is 
added that no one can read any of the writings of Attilio Cabiati with- 
out being profoundly impressed by a certain moral intensity which 
makes one feel in the presence of a knight in shining armor who may 
be mistaken, but never dishonorable, it will be seen with what sort of 
“journalism” we have to deal. It is the fashion in certain quarters, 
these days, to paint a picture of pre-Fascist Italy as a monster of cor- 
ruption which was slain by a spotless champion named Benito Mus- 
solini. Yet one reads again these pages by a warrior whose lance could 
always, in those days of “corruption,” be found on the side of righteous- 
ness, but whose effectiveness has been sadly impaired under the régime 
of the new champion, and one wonders whether certain current legends 
will not have to be some day rewritten, with some of the important 
roles reversed. 
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It would be a serious mistake to suppose that this book has no 
interest for professional economists who do not happen to be deeply 
concerned with the current problems of which it treats. When an 
economist of Professor Cabiati’s competence discusses concrete prob- 
lems, the treatment of the principles involved is likely to overshadow 
the factual details to which the principles are applied. There are, also, 
two essays of a distinctly “academic” cast: one on “ ‘Neutral’ Money 
in a Book by Dr. Hayek,” and another on “The Reasons for the Great- 
ness of Capitalism in the Work of W. Sombart.” Yet if there were 
nothing else in the book, the introductory essay alone—on “Political 
Economy and Economic Policy’”—would give a quality of timelessness 
to a book whose chief virtue might have seemed otherwise to be one of 
timeliness. The essay in question is a confession of faith in “traditional” 
economics, and a defense of the content of that type of economics as 
against those who argue from the fact of economic disaster to the con- 
clusion that a disaster of similar scope has overtaken the traditional 
science of economics itself. Such an essay is, in its nature, timeless; 
though there was never a time in the history of the world when it was 


more timely. 
ARTHUR W. MARGET 


University of Minnesota 


A Short History of the World’s Shipping Industry. By C. ERNEST 

FayLe. New York: The Dial Press, 1933. Pp. 320. $3.50. 

Two purposes predominate in this volume: first, an attempt to form 
a broad general picture of the growth and development of the shipping 
industry together with its contribution to human progress, and second, 
to tell the story so concisely that it may be encompassed within a single 
volume. In general, it may be said that the author accomplishes his 
aims and provides a suitable stop-gap between the four ponderous 
volumes of Lindsay covering the period up to 1876 and the large num- 
bers of books of incidental and incomplete information upon this sub- 
ject. 

Fayle tells his story in chronological order. There is first the story of 
the shipping industry during the golden age of Egyptian, Phoenician, 
Grecian, and Roman leadership. Following this is an account of the 
period of Venetian maritime greatness with the overlapping develop- 
ment of Northern Europe. Next come the periods of Spain and Portu- 
gal, the Dutch, the rise of Great Britain, and the story of the chal- 
lenge of the United States. Succeeding chapters tell of the rise of mod- 
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ern shipping industry as far as operating organization is concerned, 
competition and combination’s effect upon the industry, and a final 
chapter is concerned with the present status of the shipping industry— 
which is alleged by the author to be “the world’s key industry.” 

It seems to the reviewer that the title is seriously misleading as 
the contents deal with the later historical development of the indus- 
try practically entirely from the point of view of British shipping. 
There is no attempt to compensate by footnote reference or otherwise 
for the lack of attention to other nations. Indeed, save for two casual 
references, no familiarity with the American literature in this field is 


apparent. 
LesiiE A. BRYAN 


Syracuse University 


Annali di statistica e di economia. Anno I, Vol. I. Edited by FEpE- 
rico Cuessa. Genova: Istituto di Scienze Economiche e Commer- 
ciali. Laboratorio Statistico Economico, 1933. Pp. xiiit+241. L. 40. 
The volume is the first publication of the series of “Contributions to 

Economics and Statistics” published by the School of Commerce of 

Genoa under the editorship of the well-known Italian economist Pro- 

fessor Federico Chessa. In accord with the plan of the editor it con- 

tains three studies, which have been prepared by scholars who are con- 
nected with the institution. 

The first essay, written by Professor Moretti, deals with the relation 
existing between world tonnage and international trade. On the basis 
of statistical analysis the author measures the intensity and extension 
of the foreign trade in connection with the figures of tonnage and 
reaches the interesting conclusion that the curve of tonnage shows an 
almost absolute insensitivity as compared with the foreign trade and 
the freight index. This makes him think that there are extra-economic 
causes, which have a remarkable influence on the period examined. 

In the second essay Professor Breglia examines the essentially bank- 
ing account of the Bank for International Settlements. He finds that 
the deposits between three and six months were made exclusively by 
the treasuries of the European victorious countries through their re- 
spective banks in order to meet the quota of debt payments to the 
United States. The deposits for three months or less were made both 
by the same treasuries for the said purpose and by the central banks on 
their own account. The short time deposits held by the central banks 
on their own account are always higher than those held by the treas- 
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uries. The chief conclusion of the study, which is worth careful reading, 
is that the Bank for International Settlements, organized in connection 
with the abnormal movement of international payments of the post- 
war period, would not justify its own existence in a system of nor- 
malized international payments. In the last essay Dr. B. N. Sinha de- 
scribes the functioning of the gold exchange standard in India. He 
makes a critical comparison of the application of gold exchange standard 
in India with that of various other countries before and after the war, 
and shows that even in its after-war universal application the defects 
present in its application in India are not eliminated. 

The following volume of the series will contain essays by Professor 
Chessa on the influence of capitalism on the crisis; on the acceptance 
market; and on the relation between decline in birth-rate and unem- 


ployment. 
FRANCESCO VITO 


University of Milan 


Economia e massimo edonistico collettivo. By Giorcio TAGLIACozzo. 

Padova: Antonio Milani, 1933. Pp. viiit+136. L. 16. 

The author attempts to follow the development of the theory of 
maximum satisfaction in the history of economic thought. He points 
out that economics was at the beginning both a science and an art. 
The economists of the classical school aimed at discovering the uni- 
formity in human actions directed toward the satisfaction of wants, but 
at the same time they wanted to indicate the rules, by following which 
society would achieve the best satisfaction of wants. The most favor- 
able satisfaction of wants was regarded as being secured by the maxi- 
mum amount of wealth, no matter how wealth is distributed among 
individuals. Thus the problem of maximum satisfaction appeared to 
coincide with the problem of production. 

According to the economists of the socialist and the historical 
schools, maximum satisfaction is strictly connected with the distribu- 
tion of wealth. The socialists, in particular, advocated equality in dis- 
tribution on the basis of ethical principles. The next step was made by 
the neoclassical economists who argued that the maximum satisfaction 
is more likely to be reached by eliminating great inequalities in distribu- 
tion, owing to the principle of diminishing utility. The ideal satisfac- 
tion would be secured by maximum production, optimum distribution, 
and continuity in production and distribution (Pigou). 

The author thinks that only the last solution is scientifically based, 
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and he accepts it. But he does not seem to consider that the signifi- 
cance of such a solution is practically very limited, since it implies the 
assumption of an equal degree of utility of the same unit of wealth for 
different subjects. In spite of this the book is interesting and stimulat- 
ing. 
FRANCESCO VITO 
University of Milan 


Die verschiedenen Vorstellungsinhalte des Begriffes Kapital. By 
WERNER BRYLEWSKI. Stuttgart and Berlin: W. Kohlhammer 
1933. Pp. 203. Rm. 6.60. 

The second Babylonic confusion of tongues which was found, fifty 
years ago, by Béhm-Bawerk in the theory of capital is apparently an 
incurable evil. It induced Dr. Brylewski to write a monograph on 
(literally translated): “the various imagination-contents of the con- 
cept of capital.” The author goes back to Aristotle, he talks about 
Columella and Augustine, but he is less interested in modern writings; 
he takes no notice of Akerman, Hayek, Keynes, Knight, Strigl, and 
others. The author tells us that capitale in Latin designated, among 
other things, “‘the linen cloth which customarily covered the head of 
the priestess when she offered sacrifices” (p. 86). Moreover, the author 
analyzes hundreds of definitions of capital in economics. But he does 


not inquire for what explanatory purposes the definitions were em- 
ployed. He discusses the “‘materia] and the methodological premises” 
of the definitions but he does not discuss their use in the various 


theories. 

Dr. Brylewski shows that the definitions vary in the characteristics 
of capital which they stress: sometimes the origin of capital (capital 
as a product, as accumulated labor, as accumulated stock, as saved 
productive power, etc.), sometimes the use of capital (capital as a sub- 
sistence fund for the workers, as instrument of production, as means 
for making money, etc.), sometimes the outward appearance of capital 
(capital as a sum of money, as property, as a quantity of material 
things, as a fund of value, as a fund of purchasing power, etc.). That 
is all very true, but what is achieved? How are we helped by so elabo- 
rate a list? There is no point in reflecting upon conceptions, their con- 
tent, and their definition, if no attempt is made to prove their adequacy 
for special hypotheses, their usefulness for the description and inter- 


pretation of given phenomena. 
Fritz MACHLUP 
Vienna 
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